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URING the comparatively brief period of its existence, 
there has been little opportunity or inclination on the 
part of radio broadcasting to review the steps by which 

it has progressed as a public-service institution and advertising 
medium. Likewise, there has been, until recently, relatively little 
concern with the long-term problems of the future. Radio is hard- 
ly to be blamed for this attitude. The demands of the present 
have been too urgent and interesting to allow for an objective 
evaluation of the path traversed or the road still to be traveled. 
The time has now come when such an evaluation is necessary. 
Radio broadcasting is entering upon what is probably one of the 
most important periods of its development. It is highly essential, 
therefore, that an inventory be taken of its accomplishments to 
date and that some inquiry be made as to its probable future. 
Where does broadcasting find itself at the beginning of 1934? 
It seems that radio is entering upon the third phase of its develop- 
ment. The first phase came to a close in the spring of 1927. Dur- 
ing the seven years that radio then had been in existence, a tre- 
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mendous, if chaotic, growth had taken place. Electrical shops, 
garages, banks, theaters, department stores, and countless other 
institutions erected stations to capitalize upon the novelty of this 
new discovery. The number of stations increased to in excess of 
seven hundred. The listening audience grew from a mere handful 
to over six and a half million persons. Toward the latter part of 
the period, increased power began to come into prominence. Sta- 
tions of less than 100 watts decreased approximately 50 per cent 
from 1923 to 1927, while stations of 1,000 watts and over increased 
more than twenty-two times. With increased power and rising 
expenses came the first professional broadcasters. Radio adver- 
tising made its modest début in 1923, and in the fall of 1926 the 
first permanent network organization was established. Finally, 
early in 1927 the Congress of the United States, after a careful 
study of all available systems of broadcasting, definitely decided in 
favor of the development of radio by private enterprise, and gave 
the American system of broadcasting legal existence in the Radio 
Act of that year. 

The second period of American radio development extended 
from the spring of 1927 until the summer of 1932. It may be char- 
acterized as the period of rapid economic growth. The legal basis 
for this growth was laid in the creation of the Federal Radio Com- 
mission, and in the promulgation and enforcement of its rulings. 
The allocation of 1928 was of fundamental importance in this 
field. Radio began to flourish as an advertising medium. Na- 
tional network advertising revenue increased more than tenfold 
irom 1927 to 1932. Electrical transcriptions were developed and 
national spot broadcasting came into being. Individual stations 
were greatly improved both technically and with regard to pro 
gram output. Network structures were extended. Advertising 
agencies began to instal radio departments. A complicated mid- 
dleman structure arose to cope with the problems of spot broad- 
casting. Local advertisers began to follow the national example 
and to make increased use of radio advertising. At their probable 
peak in 1931, time sales to advertisers totaled slightly in excess of 
seventy million dollars. 

In the summer of 1932 this second period seems to have come to 
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a close; or, if not, the transition to the third period at least was 
begun. During the second quarter of that year, national network 
revenues declined for the first time. The unprecedented depres- 
sion already had taken its toll of local individual station business. 
The period of original rapid growth was over. Likewise the tech- 
nical and economic development of radio had reached that point 
where the problem was no longer so much one of building founda- 
tions as of refining the superstructure. The growing problems of 
the industry during the period, therefore, were not nearly so much 
indications of weakness as a confession that further progress was 
required. 

Before discussing this third period, wherein radio takes its 
place as an established advertising medium of major importance, 
it will be well to review briefly the progress which has been made 
during the last six or seven years. 

There has been marked technical improvement in broadcasting 
since 1927. Increased knowledge of station location, improved 
antenna design—including the use of directional antennae—better 
frequency monitoring, and similar factors have contributed mate- 
rially to greater listener service. Developments in microphone 
construction and increased range of tonal reproduction on the 
modern transmitter and network hook-up have opened new possi- 
bilities in the realm of quality of reception. These possibilities, 
however, can be realized only if receiving-set construction is im- 
proved to a degree equal to the development which has taken 
place in the field of radio transmission. 

The foundation for a cohesive radio structure has been devel- 
oped out of the embryonic beginnings of 1927. National networks 
have grown in extent and elasticity. Regional networks have de- 
veloped to meet the needs of more restricted territories. Great 
metropolitan and regional stations such as WLW (Cincinnati), 
WOR (Newark), WGN (Chicago), and others today provide 
means of reaching important trade areas. Farm and foreign-lan- 
guage stations have been established, indicating the possibility 
of the class station in radio. This radi structure, embracing 598 
stations in all, furnishes a means whereby the varying demands of 
both the public and the advertiser can be met with a reasonable 
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degree of success. Supplemented by the radio department of the 
advertising agency, the electrical-transcription company, and sta- 
tion representative, it constitutes the economic foundation of the 
broadcasting industry. It is by no means either perfect or final; 
neither are its operations ideal. But it constitutes a vast improve- 
ment over 1927, and is a sound starting-point for future develop- 
ment. 

The radio audience also has grown tremendously since 1927, 
while our knowledge of the characteristics of radio listeners has 
grown apace. Today there are more than eighteen million radio 
families in this country. The radio census of 1930, together with 
the more recent estimates by the McGraw-Hill Company and 
Columbia Broadcasting System, researches such as the CBS study 
of vertical ownership of receiving sets, together with numerous 
agency and local-station surveys, between them have built up a 
great body of knowledge regarding the American listener. This 
knowledge compares favorably with that available for other medi- 
ums. 

Likewise the advertising technique of the broadcaster has made 
great advances since the early network days. It is a far cry from 
the stilted impersonal copy of 1926-27 to the short, skilful an- 
nouncement of Chesterfield or Lucky Strike today. Indeed, it is a 
long distance from the high-pressure announcement of 1931 to 
the quieter, more persuasive, more sophisticated, and probably 
much more effective announcement which one hears on the better 
programs of the current season. The decline of the contest, the 
sponsorship of a wider variety of programs, the more skilful blend- 
ing of product tie-in and entertainment value, and the growing 
recognition of the class-audience possibilities of radio advertising 
have been other commendable developments over the period. 

In the program field, there undoubtedly is a greater variety of 
entertainment offered today than there was in 1927. Children’s 
programs, comedy, dramatic offerings, farm programs, sports 
broadcasts, and special features of general interest, such as presi- 
dential broadcasts, all have increased materially. International 
broadcasts have become commonplace. Women’s programs have 
become more important, as have variety programs. 
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Not only is there greater variety, but the individual program is 
superior both in content and in presentation to those of several 
years ago. In the field of classical music, for instance, not even the 
most exacting music lover could reasonably ask for more than one 
full-length and one fifteen-minute concert by the Philadelphia 
Orchestra, one children’s concert and one regular performance of 
the New York Philharmonic Symphony Orchestra, a complete 
performance by the Metropolitan Opera Company, a concert by 
the Boston Symphony, one by the Minneapolis Symphony, and 
one by the Cadillac orchestra and soloists—all in the space of two 
and one-half days. In other fields, probably to a somewhat lesser 
degree, a similar improvement has taken place. One is forced to 
admit, upon sober reflection, that, despite their obvious defects, 
American programs have improved materially since 1927. 

This, then, brings one to the third and present period of Ameri- 
can broadcasting development. The first rapid growth is over. 
The foundation has been laid. The problems of further refinement 
and adaptation of American broadcasting to its joint task as a 
public-service institution and advertising medium are becoming 
increasingly clear. What, therefore, may we expect of the fu- 
ture? Here four problems present themselves: (1) Will radio 
broadcasting continue as an advertising medium? (2) Who will be 
the future users of radio advertising and to what uses will it be 
put? (3) What will be the future structure of broadcasting and 
broadcast advertising? (4) And what will be its future technique? 

There is little doubt but that American broadcasting will con- 
tinue to function as an advertising medium. Despite the some- 
times noisy criticism, originating principally from professional 
agitators, the vast body of American listeners seem to be reason- 
ably well satisfied with the programs they receive. The very low 
percentage of condemnatory mail received by the national net- 
works, especially when compared to letters of appreciation, the 
specific use made of radio by groups such as housewives or high- 
school students revealed by surveys, or conversation with almost 
any middle- or upper-middle-class family in the average smaller 
American city where cultural opportunities are less bountiful than 
in the great metropolitan centers, all tend to confirm this conclu- 
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sion. On the other hand, it would be stupid to assert that there is 
no criticism of American broadcasting from other than propa- 
gandist sources. However, this criticism does not fundamentally 
challenge the American system either by virtue of its volume or 
by the nature of its contentions. In addition, it can be remedied 
with comparative ease, as will be indicated later in this discussion. 

Moreover, radio broadcasting may expect the continued sup- 
port of the advertiser. It has proved its worth as an advertising 
medium. It is interesting to note that the sale of time in 1933 
probably totaled in the neighborhood of fifty-seven million dol- 
lars—a much smaller relative decline from peak years than that 
experienced by any other advertising medium. 

Finally, there are ample reasons for concluding that the Ameri- 
can system of broadcasting is best adapted to American desires. 
It is highly improbable that the American listener would be willing 
to pay an additional tax of from one hundred million to two hun- 
dred and fifty million dollars annually (depending upon how close- 
ly the British custom was followed of withholding approximately 
60 per cent of the radio tax for general expenses) for the privilege 
of listening to a government-owned broadcasting system. It also 
is doubtful whether American listeners would tolerate the nuisance 
tax which would have to be levied, or the enforcement methods 
which would be required. Furthermore, there are substantial rea- 
sons for believing that the programs originating from government 
bureaucracy would be most inacceptable to them. 

Finally, government radio would constitute one of the most 
dangerous threats to freedom of speech which could be created in 
this country. Experience has shown that government-owned 
broadcasting systems either become instruments of propaganda or 
sink into innocuousness as far as the discussion of civic questions 
is concerned. It is useless to dream of non-political broadcasting 
in a politically minded country such as the United States. Free- 
dom of the press, therefore, would mean little indeed, if the gov- 
ernment could indoctrinate the public with its own concepts by 
means of exclusive use of the government-owned broadcasting 
system. For these reasons it seems safe to conclude that the pres- 
ent American system of broadcasting will continue in force. 
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Who will be the future users of radio broadcasting in its réle 
as an advertising medium? It seems reasonable to assume that 
convenience goods, foods, food beverages, drugs, pharmaceuticals, 
toilet goods, tobacco products, and similar items will continue to 
occupy the position of major importance in national radio ad- 
vertising. In 1927 these goods totaled approximately 30 per cent 
of the national volume, while during the last two years they have 
averaged in the neighborhood of 70 per cent of the national total. 

However, there is no reason to believe that the effectiveness of 
radio advertising is limited to the sale of small articles of low price 
and high repeat purchase. Large articles of mass sales, such as au- 
tomobiles, lend themselves to radio advertising, and the present 
rise of automotive advertising over the air constitutes an extreme- 
ly interesting trend. It also must be remembered that radio ad- 
vertising grew during the most severe depression which this coun- 
try has experienced. Its development, therefore, has not been 
normal; so that the past is no sound indication of the future. It 
seems safe to conclude that a wider variety of industries will spon- 
sor radio advertising in the future than they have done in the 
past. 

In considering the future use of radio advertising it is impor- 
tant to keep in mind the fundamental characteristics of the medi- 
um. In radio advertising the sponsor has the potential advantage 
of being able to place immediately opposite his own advertising 
message the most interesting editorial material in the day’s pub- 
lication, namely, his own program. This is a highly important ad- 
vantage to the skilful user of radio as a circulation builder and in 
attracting attention. The regular repetition of the program at a 
specified time, and the previous interest aroused through listener 
anticipation of the program, give the advertiser an advantage in 
securing isolation for his message which it is difficult to equal in 
any other medium. The feeling-tone and prestige which can be 
created for a product or company by a radio program is at once a 
highly potent agent of good-will and a means whereby product in- 
dividuality and personality may be established. 

Psychologically, radio has the advantage of the spoken versus 
the written word, and as such has greater memory value where 
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presentation of copy content is to be considered. However, it has 
the disadvantage of not having the assistance of the illustration, 
of being limited to comparatively short copy, and of being in- 
capable of being re-read. Yet, it possesses the vital if thus far 
somewhat unappreciated, asset of voice personality, and the qual- 
ity of being a personal, conversational appeal to an individual lis- 
tener. Radio is communication between the announcer and each 
individual listener, not between one person and massed millions. 

It would seem, therefore, that radio is in a position to accom- 
plish many of the purposes which can be effected by other medi- 
ums. The problem, therefore, is in its skilful use for a particular 
purpose rather than in any general comparison of superiority over 
other advertising devices. However, as a good-will medium it 
seems to be unexcelled. Similarly, because of its dramatic qualities 
and the listener interest which it engenders, it seems to be a potent 
means of securing dealer interest and co-operation. It should be 
particularly valuable in advertising a family of products where 
prestige, product name, and company personality are paramount 
considerations. It should also be valuable in advertising serv- 
ices and institutions where the feeling-tone created by the message 
is more important than the tangible detail. It should be an effec- 
tive means of establishing a trade-name and of popularizing a 
slogan, for here verbal imagery is the basic consideration. The in- 
troduction of a new product, co-operative advertising, and similar 
features are other spheres where radio may be able to be used with 
special effectiveness. Undoubtedly experimentation will produce 
additional new uses. At least one may look for an increasing vari- 
ety of applications of radio advertising to meet the specific re- 
quirements of an individual distribution problem. 

What will be the future structure of broadcasting and broad- 
cast advertising? This involves three phases: the technical, legal, 
and economic. None of them is in its final form, and it may be in 
this general field that some of the most important changes will 
occur within the next few years. 

What are the probabilities in the technical field of early appli- 
cations of either superpower, ultra-high-frequency broadcasting, 
or facsimile reproduction it is difficult to venture. However, they 
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constitute interesting possibilities that it would be highly unwise 
to overlook. Of more important immediate applicability are the 
discoveries regarding directional antennae, which seem to have the 
potentiality of vastly changing the present broadcasting map and 
of making possible the location of stations more in keeping with 
the economic and social requirements of radio than is at present 
the case. 

In the legal field two problems loom uppermost: the problem of 
our obsolete allocation system and the question of longer license 
periods for stations. There is no question but that the present 
system of allocation is capable of being highly improved. Direc- 
tional antennae (previously mentioned), the discovery that differ- 
ent frequencies have varying coverage value, and similar factors 
have invalidated many of its technical assumptions. The disre- 
gard of the economic factor in past allocations has been one of the 
causes for the instability which exists in some phases of the broad- 
casting industry today. 

Undoubtedly the principle embodied in the Davis amendment 
and continued in the radio act, namely, that every citizen is 
entitled to some radio service, isa sound one. However, this does 
not change the fact that even the minimum service will be im- 
proved by the location of stations in areas and on frequencies 
where they can operate with a reasonable return; nor does it 
change the fact that the great centers of population, with their 
many varied interests, are entitled to more types of service than 
are the relatively homogeneous and more sparsely settled dis- 
tricts of the hinterland. It is highly essential that these factors be 
considered to a greater extent than previously in any future allo- 
cation plan. 

Likewise, longer license periods are vitally essential to broad- 
casting. The working-capital requirements of broadcasting are 
high. A rapid rate of depreciation of equipment, both through 
wear and tear and through obsolescence, and the fact that costs 
cannot be cut with reduced volume of business, but rather mount 
precipitously, cause this to be the case. On the other hand, the 
borrowing ability of a business operating under a six-month gov- 
ernment franchise can hardly be said to be very great. Nor is an 
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industry, so situated, in a position to undertake long-term con- 
structive planning. 

It would be vastly better if broadcasting licenses were extended 
for three years or even indefinitely. It would still be possible to 
revoke licenses of stations for non-fulfilment of the public interest, 
convenience, and necessity. Moreover, other penalties could be 
devised for lesser offenses. At present the only penalty available 
—withdrawal of license—is so severe that it is utilized only in case 
of serious infractions. This hardly gives rise to a practical system 
of enforcement. 

In the field of the economic organization of the industry, sev- 
eral problems present themselves. The first of these is the neces- 
sity of a fundamental readjustment of rates. Rates in metropoli- 
tan centers are too low for the circulation delivered. Compared to 
any metropolitan newspaper, stations such as WJZ, WEAF, 
WABC, and WOR constitute unquestioned bargains. This is 
equally true of smaller stations. Moreover, the rate differential 
between New York and the small outlying network centers is too 
smail. Readjustment of this differential should bring a wider use 
of national network units and should thus benefit outlying sta- 
tions. 

Viewing the question of network structure in its broadest as- 
pects, there seems to be reason to believe that all of the variations 
of network organization have not been affected as yet. The rise 
of the permanent regional network, as well as the temporary or in- 
formal network of this type, the development of the co-operative 
network as was exemplified in the General Broadcasting System, 
the linking-together of several great regional stations, as in the 
case of the so-called “Center of Population Group” comprising 
WSM (Nashville), WHAS (Louisville), and WCKY (Covington, 
Ky.), serve as indications of the varying types of networks which 
can be developed. Nor can the present national network be viewed 
as the final development in that field. The return of emphasis 
upon the regional subgroup in at least one instance recently, and 
the tendency, especially noticeable in 1931-32, toward network 
ownership and financial control of key outlets, are examples to 
point. It seems quite possible that the next five years will pro- 
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duce some highly interesting changes in network structure and 
scope of operation. 

Important problems likewise exist in the field of spot broadcast- 
ing. These principally revolve about the future of the station rep- 
resentative as an element in the spot-broadcasting structure. Un- 
doubtedly exclusive representation has its advantages, and may 
be the best way of solving the representation problem as such. 
However, it seems to leave one other problem completely un- 
solved, namely, the question of how spot broadcasting will be pro- 
moted. Should representation reach such proportions as to rele- 
gate the transcription company and time broker or spot specialist 
to a decidedly secondary position, the development of spot broad- 
casting in the future may become a highly difficult task. 

Spot broadcasting has shown a highly favorable rise during the 
past several years. There is no longer any doubt as to its value. 
Its flexibility as to time, seasonal, and market requirements is an 
important asset in securing efiective advertising coverage. It is 
therefore incumbent upon the advertising agencies to pay greater 
attention to the merits of spot broadcasting in planning a cam- 
paign most in keeping with the distribution needs of their clients 
than sometimes has been the case in the past. 

Turning from the problems of structure to those of program and 
advertising technique, one finds an interesting situation. Surpris- 
ing as it may seem, the program structure of American broadcast- 
ing has changed but little since 1931. Even in the field of news 
broadcasts where, early in December, a great deal of activity was 
experienced on the part of the national networks, the proportion 
of time devoted to programs of this type increased only from 1.4 
per cent as of November, 1933, to 1.9 per cent during the period in 
question. 

This is at once a sign of strength and of weakness. It seems that 
the American program structure is on the whole fairly well sta- 
bilized in accordance with the interests of the great majority of 
American listeners. On the other hand, it points to a probable con- 
tinuance of the existing defects of the present system. Principal 
among these are the lack of balance between different kinds of 
programs (especially on week-day evenings), the concentration of 
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cultural programs on week-ends (part of which is unavoidable, as 
in the case of symphony pick-ups), and the tendency for certain 
types of programs to monopolize the air at specific periods of the 
day or to follow in monotonous sequence. 

It seems that these defects are at the heart of the legitimate 
criticism of American radio. They explain the two objections 
which one hears most and which seem to bear most weight. The 
first of these is a rather vague general one to the effect that pro- 
grams tend to be so very much the same at the present time. Evi- 
dently the American audience is achieving a greater listening 
sophistication than is commonly appreciated. The second objec- 
tion is on the part of the more intellectual listeners, situated prin- 
cipally in our metropolitan centers and their environs. These peo- 
ple voice the opinion that though there are good programs on the 
air, they are so grouped that, with the exception of short periods 
during the week, there is little of interest being broadcast. Unfor- 
tunately, though these listeners are entitled to service, they can- 
not expect to have all programs fashioned to their liking, since 
radio must be all things to all men. 

A greater program balance, including some cultural programs 
on other than week-ends and in the evening as well as daytime, 
and a breaking-up of the present sequences of similar programs 
would make radio vastly more interesting and would go a long 
way toward silencing current objections. Undoubtedly this would 
require more rigid regulation of program structure than thus far 
has been effected. It might even require the definite setting-aside 
of sustaining periods for certain types of programs at salable night- 
time hours, or a greater regulation of sponsored programs. But it 
would be worth the cost, both in good-will and in listener circula- 
tion. Moreover, it would be good advertising. Cigarette sponsor- 
ship of two of the world’s greatest musical organizations seems to 
be a tacit recognition of the increasing importance of the class 
market and of radio’s ability to reach it. It may be that radio 
needs the creation of a position fully akin to that of the city editor 
of the newspaper to accomplish this purpose. 

It also seems as if great strides could be made in the internal 
construction of radio programs. Radio is potentially an intimate 
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and informal medium. Thus far it has followed too closely the 
footsteps of the theater, concert hall, and vaudeville. The inti- 
mate string-orchestra music of Frank Black and the delightful 
radio essays of Alexander Woollcott are splendid examples of what 
may be accomplished in the presentation of entertainment ideally 
adapted for consumption in the home. 

This same intimacy presents possibilities in the delivery of the 
sales message. Does the announcer of today converse sufficiently, 
or does he still orate to the listening millions? Is he given copy 
which can be “conversed” rather than preached or read? A study 
of voice types and word selection carried on with the same thor- 
oughness as the work which has been done in the legibility of type 
faces, and a scientific study of the spoken vocabulary, would be of 
greatest value to the improvement of radio-advertising technique. 
Since, under a privately owned, competitive system involving the 
use of radio as an advertising medium, every effort must be made 
to adapt it best to the public psychology, one may expect, among 
other trends, a tendency toward greater informality of presenta- 
tion, a better adaptation of program forms and rendition to the 
needs of the living-room, and increasing attention with regard to 
the various class audiences which comprise the American listen- 
ing public. 

All of the possible tendencies noted above, however, can be- 
come actualities only if developed and refined through constant 
experimentation of broadcasters and advertisers alike. No indus- 
try can rise beyond the vision and initiative of its personnel. The 
present period of broadcasting therefore constitutes a splendid 
challenge and opportunity to the entire industry. 


THE LIMITED PARTNERSHIP IN NEW JERSEY 
STANLEY E. HOWARD! 


EARLY a century ago, on February 9, 1837, the New 

Jersey legislature passed ““An Act To Authorize Limited 

Partnerships.’* In so doing it was participating in a 
more or less general movement in the United States, which had 
been started in New York State by the passage of the limited- 
partnership statute of 1822. Other states had quickly followed the 
example of New York. Francis J. Troubat, in a specialized legal 
treatise published in 1853, mentioned the authorizing statutes of 
twenty-one states. He said, “. . . . There can be little doubt that 
most of the remaining states will follow their enlightened ex- 
ample.’ In time this example, whether enlightened or not, has 
been followed by almost all of the states. Today limited-liability 
partnerships are authorized in many countries and states the 
world over. 

The limited-liability partnership is a commercial institution of 
great antiquity and of non-English origin. It is supposed to have 
been in use in Asia in the twentieth century before the Christian 
Era. There is a theory that it came to be a part of the European 
law merchant as a contribution from Mohammedan law. In Italy 
under the title societas in commendam, and in France as the so- 
ciété en commandite, it early became differentiated from the or- 
dinary or unlimited-liability partnership. Employed in its early 
history as a device for foreign maritime commerce whereby a rel- 
atively inactive and limitedly liable capitalist might intrust a 
stock-in-trade to an active, risk-taking merchant mariner, its use 
was extended to meet the requirements of domestic trade and of 
local industry. It was a device also whereby the mediaeval ecclesi- 
astical prohibition of the taking of interest was circumvented, as 


t Associate professor of economics, Princeton University. 

2 New Jersey Laws of 1837, pp. 121-25. 

3 The Law of Commandatary and Limited Partnership in the United States, p. 46. 
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were also the feudal restrictions upon business activity by clergy 
and nobles. Local statutes were enacted to govern its use, as in 
Florence, Genoa, and Marseilles; and concerning it the scholars of 
the law developed an elaborate body of doctrine. As an impor- 
tant economic institution it was recognized, and in a measure its 
use was regulated, by the famous Ordonnance pour le Commerce 
(1673) of Louis XIV. Later the Napoleonic Code de Commerce 
(1807) continued the statutory recognition of and provision for 
this ancient form of business enterprise organization. This revi- 
sion of the articles of the old ordinance made more explicit the 
rules governing its use, and ratified the fait accompli of the device 
of transferable shares issued to limited partners. Although the 
code of 1807 provided a statutory basis for the business corpora- 
tion, it thereby merely opened the door for the development of an 
interesting competition between the limited-liability partnership 
and the corporation as rival forms of organization. In general the 
limited-liability or special partnership did not in France yield 
much ground to incorporated enterprise until after the middle of 
the nineteenth century.‘ 

The legislature of New York, therefore, in enacting its first 
limited-partnership statute was attempting to introduce an an- 
cient institution into a new and different environment. It was im- 
planting in a strange soil, that of the English common law, a bit of 
French law, or at least a bit of law patterned to a degree after the 
French model. Chancellor Kent said: 

It is easy to perceive, that the provisions of the act have been taken, in 
most of the essential points, from the French regulations in the commercial 
code; and it is the first instance in the history of the legislation of New York 
that the statute law of any other country than that of [sic] Great Britain, has 
been closely imitated and adopted.s 

4See Stanley E. Howard, “Business Partnerships in France before 1807,” 
Accounting Review, VII (1932), 242-57; “The Société Anonyme: From Joint Ac- 
count to Business Corporation,” ibid., VITI (1933), 11-21; and “The Private Busi- 
ness Corporation under Modern French Law,” ibid., Vol. IX (1934), 105-13. 


5 Commentaries on American Law (1889 ed.), III, 36. For an interesting discus- 
sion of French influences upon American law after the American Revolution, see 
Dean Pound’s article, “The Influence of French Law in America,” Jilinois Law Re- 
view, III (1909), 354-63. 
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This unusual origin of the American limited-partnership statutes 
is a fact which has not always been clearly understood. When a 
judge of the Supreme Court of Pennsylvania said, in a decision in 
1892, concerning the first limsicd-partnership act of that state 
(March 21, 1836), that it “was an elaborate scheme for the intro- 
duction of a new kind of partnership, not previously known to the 
law,” he doubtless meant “English law.’ This “new kind of 
partnership” had long been known to the system of law from 
which the American legislatures borrowed with a greater or less 
degree of accuracy. 

There appear to have been two outstanding reasons or moti- 
vating forces for the American limited-partnership legislation of 
the first part of the nineteenth century. The first was positive in 
character and so obvious as hardly to require the presentation of 
substantiating evidence or testimony. It was the contemporary 
demand for a form, or forms, of collective enterprise organization 
to meet the requirements of an expanding commercial and indus- 
trial life. In the language of the decision just quoted, the first 
Pennsylvania limited-partnership act was “‘one step in a line of 
concessions to the business views and habits of a commercial age 
and community.’ It was thought that the development of com- 
merce and industry would be stimulated by the authorization of 
the limited-partnership device; that persons having capital would 
be encouraged to become partners with those having skill.* In one 
of the early Pennsylvania cases, counsel dwelt on this object of 
the statute, arguing that a certain strict interpretation, on a tech- 


6 Laflin and Rand Powder Co. v. Steytler et al., 146 Pa. 434, at 439 (1892); 23 
Atl. 215; 14 L.R.A. 690; Cherry, Cases on Partnership, p. 543. This case involved 
not a limited partnership but a limited-partnership association formed under the 
Pennsylvania Act of June 2, 1874. The judge in his opinion reviewed the Pennsyl- 
vania statutes which provided for both of these peculiar partnership forms. The 
principal difference between a limited partnership and a limited-partnership associa- 
tion is that while in the former there must be at least one member unlimitedly liable 
for the debts of the enterprise, in the latter all members may have the privilege of 
“limited liability,” i.e., limitation of liability to the amount of agreed investment. 


7 Loc. cit. 
8 White v. Eiseman et al., 134 N.Y. 101, at 103 (1892); Spencer, Law and Business, 
III, 289-90. 
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nical point of procedure in the formation of a limited partnership, 
would be unreasonable in that it would defeat this object.’ 

A second motivating force was a fear of economic domination 
by business corporations—a fear which produced an inclina- 
tion to experiment with other forms of joint-stock trading. The 
Governor of Pennsylvania, in a message to the legislature, said of 
the Pennsylvania Act of 1836: 

[It] should hereafter, to a great extent, prevent the increase of corpora- 
tions. And a due regard for the public welfare demands that no new corpo- 
rate bodies should be created, except upon the most certain proof of their 
necessity, and of the accomplishment of the proposed object being beyond 
the power of individual enterprise. This is the sound old rule in this State 
on the subject, and it should in no case be departed from.’° 

Governor Dickerson of New Jersey in his message in January, 
1837, advocating the passage of the limited-partnership bill said: 

As to corporations for manufacturing, or other purposes, which may be 
considered of a private nature, as distinguished from those in which the 
public have a more direct and important interest, I am of opinion, that most, 
if not all, of the benefits to be derived from such corporations, may be ob- 
tained by adopting a general law upon the subject regulating limited partner- 
ships. And I would recommend the adoption of such a system, not only be- 
cause I consider its results will be beneficial particularly to the commercial 
and manufacturing portions of our State, but because such a system being 
open to all alike, will do away with at least one odious feature of those cor- 
porations, and its adoption will tend to prevent legislation upon the sub- 
ject." 

Debate in the New Jersey legislature to some extent centered 
on this point. When the opposition charged that it was planned 
“to patch over the whole State of New Jersey with little corpora- 
tions,” Mr. Chetwood, the sponsor of the bill, replied: “The gen- 
tleman intimates that the bill creates corporations. Sir, it is in- 
tended to prevent corporations.”** The opposition also argued 
that the limited partnership was very similar to the corporation 

9 Andrews v. Schott, 10 Barr’s Reports (Pa.) 47, at 50 (1849); Troubat, of. cit., 
p. 589, at p. 591. 

© Troubat, op. cit., p. 143. 

™ Journal of the Proceedings of the Legislative Council of the State of New Jersey, 
Wednesday, January 4, 1837, p. 66. 

Newark Sentinel of Freedom, January 26, 1836. 
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and open to the objections that might be brought against the 
latter; that it would be better to create several corporations by 
special legislative act than to grant limited liability under the 
special-partnership form to all who might comply with the statu- 
tory procedure; that persons extending credit to limited partner- 
ships wuld not understand the principles involved; and (an al- 
ways familiar contention) that the bill proposed class legislation 
favoring merchants, manufacturers, and mechanics as against 
farmers." 

Notwithstanding opposition on such grounds as these, the bill 
was passed on February 9, to be effective April 1, 1837. As was 
true of the corresponding acts in other states, the procedure pre- 
scribed was relatively simp!e. Limited partnerships might legally 
be organized in “any mercantile, mechanical, or manufacturing 
business” within the state; banking and insurance enterprises 
were specifically denied the use of this form of organization. 
There must, in each limited partnership, be one or more general 
partners “jointly and severally responsible as partners now are by 
law,” and “one or more persons who shall contribute, in actual 
cash payments, a specified sum, as capital, to the common stock, 
who shall be called special partners, and who shall not be liable for 
the debts of the partnership, beyond the fund so contributed 
.... to the capital.’ Persons organizing under the statute must 
make and severally sign a “certificate” setting forth (1) the part- 
nership name or firm, which must not contain the word “‘com- 
pany” or “‘any other general term,” (2) the general nature of the 
intended business, (3) “the names [and addresses] of all the gener- 
al and special [i.e., unlimited and limited] partners, distinguishing 
which are general and which are special partners,” (4) “the 
amount of capital which each special partner shall have con- 
tributed to the common stock,” and (5) the dates of intended be- 
ginning and ending of the partnership arrangement. This certifi- 
cate must be acknowledged by the signers before an officer author- 
ized to take acknowledgment and proof of deeds in the state. It 
must be certified “in the same manner as the acknowledgment of 
conveyances of land.”’ It must be filed in the office of the county 


3 Loc. cit. 
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clerk in each county in which a place of business was to be main- 
tained, and recorded “‘at large, in a book to be kept for that pur- 
pose, open to public inspection.’ One or more of the general 
partners must make and file an affidavit that “the sums specified 
in the certificate to have been contributed by each of the special 
partners to the common stock, have been actually and in good 
faith paid in cash.” The partners must publish “the terms of the 
partnership” for six weeks after registration in a newspaper of 
each county in which registration had been made. If the partners 
desired to ‘“‘make assurance doubly sure” that the law had been 
complied with, they might file with the county clerk the news- 
paper printer’s affidavit of the publication of the required notice; 
such affidavit to be “evidence of the facts therein contained.” In 
the event of renewal or continuance of a limited-partnership ar- 
rangement there must be a repetition of these formalities, and 
failure to observe this requirement would result in forfeiture of the 
limited-liability privilege; the partnership in such case would be 
regarded as “‘general’’ in its nature. 

Defective procedure with respect to public registration was 
only one item in a list of several involving the penalty of forfeiture 
of the limited-liability privilege. Alteration of names of partners, 
of the nature of the business, of the capital or its division into 
shares, “or in any other matter specified in the original certifi- 
cate,” without appropriate public registration and notice, would 
convert the partnership (in this section described as “special” 
rather than “limited”) into a general partnership. In the part- 
nership “firm” or name only the personal names of general part- 
ners might appear; if the name of a special partner were used with 
his privity he should “be deemed a general partner.” In conform- 
ity with the legal tradition and the requirement imposed by con- 
temporary French law that a limited partner should be a passive 
capitalist, not an active entrepreneur, it was stipulated that while 
a limited partner might “from time to time examine into the state 
and progress of the partnership concerns, and . . . . advise as to 
their management; ... . ’ he should not “transact any business 
on account of the partnership, nor be employed for that purpose 
as agent, attorney, or otherwise”; and that if he should interfere 
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contrary to these provisions he should “be deemed a general part- 
ner.” In order to protect creditors, the law declared to be void 
any sale, assignment, or transfer of the property or effects of any 
limited partnership or of any general or special partner, made in 
insolvency or in contemplation of insolvency, with the intent of 
giving preference to any creditor over any other creditor; and for 
any special partner to perform such an act or to concur in such an 
act would work a forfeiture of his limited-liability privilege. In 
general, this first New Jersey limited-partnership statute, like 
those of the other states at that time, conferred the limited-liabil- 
ity privilege upon special partners with “strings” attached. It 
guarded the continued enjoyment of the privilege very carefully— 
more so, perhaps, than did the contemporary French law upon 
which it was indirectly modeled. Forfeiture of the privilege was 
an ever present threat as a penalty for technical violations of the 
statute. 

These requirements of publicity, the imposition of restrictions 
upon the selection of a business name, the prohibition of entre- 
preneur activity by limited partners, and the rules guarding 
against unfair disposition of partnership property in the event of 
insolvency, all of them sanctioned by the penalty of unlimited li- 
ability of the would-be special partners, had for their primary ob- 
ject the protection of business creditors. Other restrictions, not so 
sanctioned, were inserted in the statute to add to this protection. 
Thus, since it was not typical that a substantial part of the capital 
contributions should be made by general partners, and according- 
ly the bulk of the capital was that of limited partners, the framers 
of the statute recognized that this capital must not be dissipated 
in illegal dividends. On this point the statute said: 

Sec. 15. And be it enacted, That no part of.the sum which any special 
partner shall have contributed to the capital stock, shall be withdrawn by 
him, or paid or transferred to him in the shape of dividends, profits, or other- 
wise, at any time during the continuance of the partnership; . . . 

Sec. 16. And be it enacted, That if it shall appear that, by the payment of 
interest or profits to any special partner, the original capital has been re- 
duced, the partner receiving the same shall be bound to restore the amount 
necessary to make good his share of capital, with interest. 
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These were undoubtedly sound and wholesome provisions. 
They may even be thought of as necessary in this, or any other, 
form of business-enterprise organization wherein attempt is made 
to draw a line between that which is and that which is not proper- 
ty available to business creditors in satisfaction of their lawful 
claims. 

The lines omitted above in the reproduction of the text of sec- 
tion 15 concern a matter of the utmost importance to partners, 
both general and special, with respect to their relations to each 
other as distinguished from their relations to business creditors. 
The partition of the profits of a joint-stock enterprise, whatever 
may be its legal form, is a matter of great importance; it is often a 
subject involved in misunderstanding and controversy. Especial- 
ly is this true with respect to business partnerships in the absence 
of written agreements defining terms, establishing rules of compu- 
tation, and specifying the conditions of the withdrawl of assets 
representing profits accumulated. The statute read (continuing 
the text of sec. 15): 

.... But any partner may annually receive lawful interest on the sum 
[of capital] so contributed by him, if the payment of such interest shall not 
reduce the original amount of such capital; and if, after the payment of such 
interest, any profits remain to be divided, he may also receive his portion of 
such profits. 


Note that the first half of section 15 was applicable to special 
partners only; under the principle of the unlimited liability of 
general partners, it was apparently considered to be a matter of 
relatively little importance whether the capital contributions of 
such partners were impaired by withdrawals or not. In contrast, 
the second part of the section applied to all partners, both general 
and special. And there was recognition here, intentionally or 
otherwise, that general partners might invest their capital as well 
as their services and their skill as entrepreneurs. The language of 
the statute seems to imply, with reference to the process of dis- 
posing of profits, a differentiation between an “‘interest”’ return to 
capital and a residuum of “‘pure”’ profits. That which was desig- 
nated as “dividends” (so far as concerns the special partners) in 
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the first part of the section was described as “interest” in the 
latter part, and is set forth in contrast to something else called 
“profits.” It is not clear from the text, however, just what right 
a partner had to a distribution of profits, either once a year or for 
the year. “Any partner may... . receive’? may mean that he 
may receive if the general partner (or partners) shall decide to 
make a distribution; or it may mean that he may receive if he 
himself so wishes. Thus the statute was ambiguous, and the situ- 
ation seems to have been that the processes of apportionment of 
profits available for proprietary disposition, and of the distribu- 
tion of assets representing these profits, were matters left to be de- 
termined by the terms of the contracts of partnership, and in the 
absence of such specific contracts by the rules of the common law. 

It is, therefore, important to note that in contrast to the re- 
quirements of the French commercial code, it was not compulsory 
that partnership agreements be reduced to writing. The instru- 
ment required to be publicly filed was only a “‘certificate,”’ stating 
a few facts which were apparently thought to be of interest and 
importance to the public, particularly to business creditors. There 
was no statutory prohibition of the public recording of supple- 
mentary information; but, as one might expect to find, this was 
seldom done. Rarely does one find in the official books of record 
even references to the existence elsewhere of written articles cover- 
ing inter alia such important matters as the agreed policy of profit 
disposition." The faiJre of the New Jersey and other early lim- 
ited-partnership staiutes to require written articles, or in the ab- 
sence of these to provide for the handling of the profit-disposition 
problem, may have been a factor of some weight in obstructing 
the development of the limited partnership. But this is a point 
which must not be pressed too far. It would be an unreasonable 
expectation that the New Jersey and other legislatures in passing 


‘4 Not in a recorded certificate, but in one of the few limited-partnership cases in 
the New Jersey reports, there is a reference to the “by-laws” of a company organized 
as a limited partnership. “An extract from the by-laws of the company was made 
an exhibition at the trial, and is produced before us, authorizing the general agent 
. ... to employ a sub-agent or manufacturing agent to conduct the manufactory to 
be established ....” (Perth Amboy Manufacturing Co. v. Condit and Bowles, 21 
N.J. Law 659, at 662 [1847]). 
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acts in indirect imitation of foreign models should in their first 
attempts have attained a high degree of perfection. 

The New Jersey legislature did not leave the Act of 1837 un- 
amended; and the general trend of the process of amendment was 
in the direction of greater clarity and liberality. For example, by 
an amendment of March 15, 1859,"5 it became possible for a spe- 
cial partner, with the approval of a general partner, to loan money 
to the enterprise, or to pay money on its behalf, thereby acquiring 
with respect to the sums involved status as a creditor, retaining 
all the while his original status as a special partner possessed of the 
privilege of limited liability. A special partner might, under this 
amendment, “negotiate sales, purchases, and other business for the 
partnership,” although only with the specific approval of a general 
partner. By an Act of April 2, 1869," it became possible for a 
special partner, his heirs, or his legal representative, on compli- 
ance with the rules of public notice, to sell his partnership inter- 
est, but without the necessity of formal partnership dissolution 
and liquidation, and without the conversion of the partnership 
into a general one subject to the rules of unlimited liability. The 
Act of March 26, 1888,"? relaxed the requirements as to the nature 
of special partners’ capital contributions. Thereafter, in lieu of 
cash, these might consist in whole or in part of “any goods, wares 
or merchandise of the kind in which the said partnership intend to 
deal.”” Such a capital contribution must be accepted at a “fair 
bona fide valuation” agreed upon by all the partners, both general 
and special. On March 13, rgor, the legislature enacted" that one 
or more, but always less than all, of the general partners might 
withdraw, or might sell their interests (except to a special partner) 
without working a dissolution or converting the partnership into 
a general and unlimited one. In so doing there must be exact com- 
pliance with the requirements of public notice, and the law must 
be satisfied that the capital of special partners had not been im- 
paired. 

Today the limited-partnership statute of New Jersey is the so- 
called Uniform Limited Partnership Act, enacted as law on April 


*s Laws of 1859, C. 121. 7 Laws of 1888, c. 204. 
© Laws of 1869, C. 510. 8 Laws of 1901, C. 43. 
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15, 1919."® The limitations of space forbid the enumeration herein 
of all of the important provisions of this ““model”’ statute. A few, 
however, deserve comment, especially those which evidence the 
relaxing of former requirements, the more liberal extension of 
privileges, and the clarification of terms and conditions. “‘A lim- 
ited partnership may carry on any business*® which a partnership 
without limited partners may carry on.” The property other than 
cash which a special partner may contribute need not be “‘of the 
kind in which the said partnership intend to deal.” There is no 
requirement of publicity (as by newspaper advertising) other than 
the filing of the certificate in the office of the clerk of the county. 
Certain privileges are now granted under the statute which, if 
desired to be had, must be recorded in the certificate. Such are: 
(1) the privilege of a limited partner to substitute an assignee as a 
contributor in his place; (2) that of a limited partner to demand 
and receive property other than cash in return for his contribu- 
tion; (3) the privilege of establishing priorities of claims upon in- 
come or upon assets as between several limited partners; and (4) 
that of surviving general partners to continue the partnership on 
the death, retirement, or insanity of a general partner. It is now 
a requirement that the certificate shall exhibit the “share of the 
profits or the other compensation by way of income which each 
limited partner shall receive by reason of his contribution.” 
The partnership name may, without penalty, contain the name 
of a special partner, if it was a part of the business name before 
the enterprise was reorganized on a limited-liability basis; and in 
the event of a violation of the general rule relating to the business 
name, the liability of special partners is to those creditors alone 
who have extended credit without actual knowledge that the per- 
son in question was not a general partner. Moreover, the contri- 
bution of a limited partner may not consist of services; yet for- 
feiture of limited liability occurs, under the modern statute and 
with respect to this matter of services, only if this partner “‘in ad- 
dition to the exercise of his rights and powers as a limited partner 


19 Laws of 1919, Cc. 211. 
2° Italics are inserted by the present writer. 
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takes part in the control of the business.’’ There is now no prohi- 
bition of the transacting of business by a special partner, or of his 
being employed for that purpose as an agent or attorney. 

Finally, regarding this matter of liberality, the statute says: 
“The rule that statutes in derogation of the common law are to be 
strictly construed shall have no application to this act.” 

The liberalization of the statutes, of which the New Jersey rec- 
ord is typical, has been accompanied by a general tendency of the 
courts toward greater liberality of interpretation. Partly because 
there have been in the New Jersey courts few cases involving in- 
terpretation of the law of limited partnership, it is not possible to 
support this assertion from the New Jersey reports; we must 
therefore content ourselves with other testimony. The late Chief 
Justice Taft, sitting as a circuit judge in 1899, said: 

The early decisions construing limited partnership statutes were very 
strict, and a literal compliance with the statute was enforced. In some 
states, notably in Massachusetts, this construction of such a law is still 
maintained. Haggerty v. Foster, 103 Mass. 17. In others a more reasonable 
view has been taken of late, and all that is required is a substantial com- 
pliance with the provisions of the statute, in good faith. Manhattan Company 
v. Laimbeer, 108 N.Y. 581, 15 N.E. 712; White v. Eiseman, 134 N.Y. 101, 
31 N.E. 276. This is the rule of construction adopted by the Supreme 
Court of Michigan in enforcing the statute. Hogan v. Hadssits, 113 Mich. 
282, 71 N.W. 1092.74 

A few years prior to this a New York court, in the case of White 
v. Eiseman, dealt with that provision of the New York statute 
under which the appearance in a publicly filed “certificate” of any 
false statement would render all the partners liable as general 
partners. The court said: 

That provision, however, was not designed as a trap to catch the innocent 
and unwary, but as a bar to shut out the dishonest and fraudulent. While 
the courts were at first inclined to a strict construction against those thus 
seeking exemption from the common-law liability of partners, the tendency 
in this state is now toward a liberal construction, so as to accomplish the 
wise purpose of the Act by uniting capital and labor in business enterprises, 
without excessive hazard to the former. 


1 Chick v. Robinson, 95 Fed. 619, at 623-24 (1899); 52 L.R.A. 833; 37 C.C.A. 205; 
Cherry, Cases on Partnership, p. 551, at p. 554. 
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The more recent cases regard the statute as remedial in nature, and 
looking to substance rather than form, protect those who, in good faith, sub- 
stantially comply with the essential requirements.” 

In both Chick v. Robinson and White v. Eiseman a particular 
point at issue was whether payment of the capital contribution of 
a limited partner by means of a check answered the requirements 
of the statute that such a contribution must be in cash actually 
paid. The rulings of these two courts were in the affirmative. 
They stand in direct contrast with the early decisions, particu- 
larly those in the states of New York and Pennsylvania, in which 
there were called in question such matters as errors in the spellings 
of the names of limited partners in newspaper notices, in the pub- 
lished statements of limited partners’ capital contributions, and 
such a matter as whether at the expiration of a limited-partner- 
ship agreement there must be literally and physically more cash 
capital put into the enterprise by a limited partner, pending the 
liquidation of the enterprise as already constituted. It was not 
unusual at all in the early history of our limited-partnership acts 
for persons, who never suspected that they had been guilty of 
error with respect to the formalities of procedure, to find them- 
selves proved guilty of violation of the statute and accordingly 
adjudged unlimitedly liable for partnership debts as though they 
were general partners. Troubat, the Philadelphia lawyer, who 
was an enthusiastic advocate of the limited partnership as a so- 
cially desirable form of business-enterprise organization, sharply 
criticized both the state legislatures for inserting in the statutes 
restrictive provisions not found in the commercial code of France, 
and the members of the judiciary for what he considered to be 
their unreasonable strictness in the interpretation of these 
statutes.* It would have been better, he thought, if the legisla- 
tures, instead of trying to improvise statutes which they thought 
copied the French Law, had simply declared to be enacted the law 
of the société e commandite as it was already developed in the 
French system. He thought also that the courts in passing judg- 
ment should resort (as they did not) to the precedents of the 


22 White v. Eiseman (loc. cit.). 
23 Troubat, op. cit., pp. x-xi, 61-64, 105-6. 
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French courts. Obviously they could find no exact precedents in 
English common law; for the limited partnership is not a common- 
law device. Nor could precedents be found in English statute law; 
for there was no English statute of limited partnership until after 
the turn of the twentieth century. 

Whatever may be the worth of Troubat’s criticisms of these 
early decisions, it seems quite clear that the judicial view of lim- 
ited partnerships has with the passage of time become increasingly 
liberal; and that whatever may be the explanation of the fact that 
today we have relatively little use of this institution, this explana- 
tion can hardly be in terms of an obstructive attitude on the part 
of the courts. 

The history of a social or business institution is by no means 
completely recorded in statutory enactments and judicial deci- 
sions. In the belief that the “certificates” of limited partnerships, 
recorded “‘at large’ in the books of the county clerks, might re- 
veal facts of some significance and importance, the present writer 
has personally searched some of these official record-books. With 
the co-operation of the officials in charge, examination was made 
of the appropriate records of the counties of Mercer, Hunterdon, 
Middlesex, and Essex for the period extending from the passage of 
the first New Jersey limited-partnership statute (in 1837) to the 
spring of 1931.°4 The records of Somerset County, because of diffi- 
culties arising from the systems of classification and indexing em- 
ployed, were searched for a somewhat shorter period, from June, 
1872, to the spring of 1931. Both in 1840 and in 1930, the census 
years nearest to the dates of the beginning and ending of the 
period covered by this investigation, the population of these five 
New Jersey counties constituted approximately one-third of the 
population of the entire state. Moreover, these five counties are 
and have been somewhat diverse with respect to the features which 
characterize their economic life. Industrial, commercial, and agri- 
cultural communities are all represented. It is reasonable, there- 
fore, to suppose that such limited-partnership certificates as 
might be filed in these counties would be fair samples of the rec- 


24In the case of Mercer County the search, of course, began with the date of 
formation of the county in 1838. 
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ords of all the counties of the state, and as such fairly suggestive 
of the experience of the people of the state in the use of the lim- 
ited-partnership device. 

The fact which seems to stand out most prominently as a result 
of the examination of these records is that the employment in New 
Jersey of the limited partnership form has been almost negligible. 
In all five counties during the period studied there were only 142 
separate enterprises formed and operated as limited partnerships. 
Moreover, in some of these cases there is more than a barely rea- 
sonable doubt as to whether limited partnerships were legally 
formed, although such formation was evidently the intent of the 
interested parties. When the record is studied chronologically, it 
does not appear that there ever was a period between 1837 and 
1931 in which the limited-partnership form was applied so fre- 
quently that one could say of this period that there was in it any- 
thing that could properly be called a limited-partnership move- 
ment. It appears, rather, that the enactment and subsequent 
amendments of the statute of 1837 made legally possible the use by 
business men of an institutional device for which a few had been 
asking; but that after the accomplishment of this legislative feat, 
the business community failed to demonstrate that it had any 
very active interest in the matter. 

The infrequency of the formation of limited partnerships is em- 
phasized by the ways in which the certificates have been recorded. 
The Act of 1837 required that they should be recorded “in a book 
to be kept for that purpose,” open to public inspection. In Mer- 
cer County the limited partnerships which have been formed have 
been so few that they have been recorded in two books of “Mis- 
cellaneous Papers,” that is, mixed in with odds and ends of instru- 
ments which are not readily subject to classification. In Somerset 
County they were, until 1872, filed in the regular books of 
“Deeds”; and thereafter in a series of books entitled “‘Partner- 
ships and Incorporations.” In the record office of Middlesex 
County there is a book entitled “Limited Partnerships,” which 
upon examination was found to contain not only limited partner- 
ship certificates, but also the “‘statements in writing” of limited- 
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partnership associations,”> voluntarily filed articles of agreement 
of ordinary partnerships, and charters and other instruments re- 
lating to early corporations, principally those formed under the 
Act of March 2, 1849.”° In the Hunterdon County records, lim- 
ited-partnership certificates filed between 1837 and 1890 were 
entered in a series of books of “Special Deeds”; thereafter in a 
series entitled “Corporations.” In Essex County, with its large 
commercial and industrial population, the number of limited 
partnerships formed during the entire period was found to be 103 
out of the “grand total” of 142 for all five counties. In this county 
there was, obviously, a greater opportunity than in the other four 
counties for the efficient use of specialized record-books. In fact, 
limited-partnership certificates filed in Essex County have been 
recorded in a five-volume series entitled ‘““The Book of Co-partner- 
ship,” intermingled with voluntarily recorded ordinary partner- 
ships, and the written instruments of limited-partnership associa- 
tions. One limited-partnership certificate was found in a book of 
“Miscellaneous Records.” All of which the writer interprets as 
indicating inter alia that limited-partnership certificates were 
offered for the record so seldom as not, from the viewpoint of the 
recording officials, to warrant the setting-aside of specialized rec- 
ord-books. It has appeared not infrequently, also, that the legal 
characteristics of the limited-partnership form of enterprise or- 
ganization have been but vaguely understood by recording clerks. 
Confusion has appeared to exist as to the significant points of 
differentiation between the ordinary partnership, the limited 
partnership, and the limited-partnership association. Not infre- 
quently the present writer’s inquiries have been answered in 
terms which in no way refer to the limited-partnership statutes, 
but in terms of the so-called Business Names Act of May 17, 1906 
—a statute which only in part relates to partnerships of any sort. 
The significance of this fact, in the present writer’s opinion, is not 

2s Laws of 1880, c. 204. This statute is a duplicate of the Pennsylvania Act of 


June 2, 1874. It was amended by c. 109 of the Laws of 1917, which provided a pro- 
cedure for dissolution and “winding-up.” 


% Laws of 1849, pp. 300-310. 
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that the recording clerks have been or are remiss in the perform- 
ance of their public duties, but that the legal instruments in ques- 
tion appear so rarely as to be unfamiliar. 

It is significant also that not infrequently the persons who have 
desired to use the limited-partnership form have failed to under- 
stand the essential features of this form. For example, two men in 
Middlesex County attempted to form what they thought was a 
limited partnership; but they stated in their certificate, “There is 
no special partner.” In another case no limited partner was 
named! In still another case, A and B, intending to be general 
and special partners, respectively, filed a certificate in an unusual 
form, reciting many facts not required by the statute. It was set 
forth that B, required by law to be divested of powers of control, 
should ‘‘not interfere, unless specifically employed in writing so to 
do by said general partner or take active part in the management 
of the said business.” In still another case, A, B, and C were certi- 
fied as forming a limited partnership, B and C to be the special 
partners. The firm was to be known as the ““B Company” and, it 
was set forth in the instrument, “the general agent in charge of 
said corporation |sic] . . . . is [B], and the firm is authorized to 
keep capital bank account in the name of the corporation and 
withdraw checks in the name of the corporation countersigned 
with his name as President.’*”? Could there be a more curious ex- 
ample of misunderstanding of the limited-partnership device and 
of the law pertaining thereto ?** In another certificate it was re- 
corded that the general partner and the special partner were 
agreed that, if the special partner should die, the general partner 
should continue the enterprise as a limited partnership! 

With very few exceptions the 142 limited partnerships brought 
to light by the search of the records were engaged in operations 
which may properly be described as petty. Normally there were 
not in any one enterprise many partners, either general or special. 
Excluding and reserving for later discussion the cases of 6 securi- 


27 Italics have been supplied by the present writer. 

28 B was a commissioner-of-deeds of the state of New Jersey, and in this capacity 
less than a year later received the oath of the parties to another similar instrument 
which purported to be a certificate of limited partnership. 
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ties brokerage firms, in 77 of the remaining 136 partnerships, 
there was only 1 general partner; in 47 cases there were 2 general 
partners, in 10 cases, 3. One firm had 4 general partners, another 
5. Altogether 210 persons functioned as general partners in these 
136 concerns. As to the special partners, it was typical to find 
only 1 in each firm. In each of 117 of the 136 partnerships, there 
was only 1 such partner; in all of the remaining 19 firms there 
were 45. Rarely did one specific individual appear as a special 
partner in more than one enterprise. 

The statute has never required that the filed certificates indi- 
cate the amounts of the investments of general partners; it is 
hardly necessary to say that this information has seldom been 
given. There was, and still is, a general understanding that gener- 
al partners supply skill while special partners supply capital. The 
records show that, outside the field of the modern securities bro- 
kerage business, neither general partners nor special partners have 
usually invested substantial sums. The 162 special partners of the 
136 firms may be divided into five groups approximately equal in 
size, the several groups representing investments per capita as 
follows: (1) not more than $500; (2) more than $500 but not more 
than $1,000; (3) over $1,000 but not more than $3,000; (4) more 
than $3,000 but not more than $5,000; and (5) more than $5,000. 
The fifth group contained slightly more than one-fifth of the 
whole number of special partners; the fourth group slightly less 
than one-fifth. Excepting one peculiar case in which apparently 
the limited-partnership device was resorted to in the hope of pro- 
tecting the family fortunes after the stock-market crash of Octo- 
ber, 1929, there was no case, among these 136, of investment by 
one person in excess of the sum of $50,000. In the 1870’s a Tren- 
tonian had $30,000 invested on a limited-liability basis in each of 
two local enterprises; in one of these the investment was con- 
tinued, by renewals of the agreement, for thirteen years. In the 
1880’s a Philadelphian as a limited partner invested $40,000 for 
five years in a Mercer County pottery. In 1919 a resident of 
Brooklyn was a limited partner in a Trenton rubber concern with 
an equity of $40,000. These cases are far from typical. 

Limited-partnership enterprises seem to have been usually of 
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short duration. The certificates show partnership agreements for 
one year, or for two years, or for three years—seldom for a longer 
period. Rarely is there a record of the renewal of an agreement. 

The types of business conducted have been many and varied, 
embracing all sorts of merchandising, usually at retail. There 
have been some “industrials,” as, for example, tool manufacture, 
meat-packing (1870-83), pottery manufacture, printing and pub- 
lishing, rubber manufacture, the manufacture of carriage parts 
(1853-60), and the manufacture of portable ovens, boots and 
shoes, trunks and bags, harnesses and “wheel crutches or peram- 
bulators.”’ It is interesting to note that some of these enterprises 
were distinctly and peculiarly local, as, for example, small pottery 
establishments in Trenton and enterprises for manufacturing and 
selling jewelry in Newark. Investment also was local. Absentee 
ownership was rare; but when found at all it was likely to involve 
the investment of a substantial sum of money. 

Women rarely functioned as special partners. On the other 
hand, not uncommonly the names of the general and special part- 
ners indicated that the venture in question was distinctly a family 
enterprise. 

It is an interesting fact that since 1922 limited-partnership cer- 
tificates have been filed in Essex County for several securities 
brokerage firms. Some of these enterprises are described as formed 
under the New Jersey statute and as having their principal place 
of business in Newark. Others are recorded as limited partner- 
ships formed under the statutes of either New York or Pennsyl- 
vania, apparently with main offices in New York or Philadelphia 
and a branch office in Newark. Typically these certificates indi- 
cate an intended or agreed association of the partners for one 
year, sometimes with provision for automatic extension for a sec- 
ond year in the absence of new certificates to the contrary. Asa 
matter of fact, renewal certificates have nearly always been filed 
from year to year, and by inspection of these it is possible to trace 
certain changes of personnel and of investment during the post- 
war “new era’’ and the post-1929 depression. In each of five of the 
six enterprises of this type there was one limited or special part- 
ner. Of these five persons the one who made the smallest invest- 
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ment had an equity of $50,000; typically a limited partner in this 
group of firms had an investment of between $200,000 and $300,- 
ooo. In one case a special partner in a New York firm had a pro- 
prietary equity in 1923 of $300,000. Amending and renewal certi- 
ficates filed subsequently from time to time set forth that this 
special partner made an investment in each ‘‘new”’ partnership by 
assigning thereto his equity in the “old” partnership; and the 
value of this equity was either definitely stated or provision was 
made for its determination. The $300,000 increased in six years 
to $1,000,000, but was after 1929 subject to a ‘“‘mark-down.”” In 
another enterprise the equity of the special partner moved, but 
with fluctuations, from $1,500,000 to a maximum of $2,500,000, 
and then down again to $2,000,000. 

In one of these brokerage firms there were two, and once for a 
short interval three, special partners. In this case there was a 
more or less elaborate scheme for the division of profits. A ‘‘se- 
niority list’’ of partners’ claims upon income was prepared in such 
a way as to differentiate (1) between the general and the special 
partners, (2) between the special partners themselves (one of them 
occupying a position which may be described as “‘first-preferred”’), 
(3) between two subclasses of claims of each special partner, and 
(4) between the general partners’ claims on account of “salaries” 
and their claims to “‘profits.’’ Even in the absence of elaborate 
schemes of this sort, the position of the special partners of these 
brokerage houses is clearly a preferred one. It is apparently typi- 
cal that there be allotted a liberal percentage return to the capital 
of the special partner, say from 6 to 1o per cent, before the general 
partners divide the “profits” on a residual claimant basis. In one 
enterprise at one time the percentage return to the capital of the 
special partner was based upon a sliding scale—12 per cent on 
capital, if partnership net income should not exceed $250,000, and 
after a series of intermediate gradations 18 per cent, if partnership 
net income should exceed $500,000. 

In the brokerage partnerships whose publicly filed certificates 
were examined there were usually several general partners. In 
these six firms the figures run from four general partners in an 
enterprise in which the special partner invested $200,000 to nine 


_ 


316 THE JOURNAL OF BUSINESS 


general partners in a concern whose special partner at one time 
had an equity publicly recorded as $2,500,000. This plurality of 
general partners is in sharp contrast with the conditions typical of 
limited partnerships in petty enterprise. 

The use of the limited-partnership form of enterprise organiza- 
tion by securities brokerage houses, although possibly permitted 
by the language of the first New Jersey statute—“‘for the transac- 
tion of any mercantile, mechanical or manufacturing business” — 
was probably not contemplated by those who framed that meas- 
ure. But it is quite in keeping with the history of the limited or 
commandite partnership that it should find its field of employment 
and usefulness changing from time to time. The social significance 
or value of a business institution is by no means to be appraised 
solely in terms of popularity, or of magnitude of investment, or of 
volume of business. Although it seems to be true that in the fields 
of ordinary trade and industry other forms have supplanted the 
limited partnership, there may still be left to it other proper 
spheres of influence. Such a one is that occupied by the so-called 
stock-exchange firms to whom the corporate form with its com- 
plete limitation of the liability of members is, by the New York 
Stock Exchange at least, forbidden. In this connection, however, 
it may not be inappropriate to suggest that one of the purposes of 
the rule of the New York Stock Exchange prohibiting corporate 
membership is in part defeated when stock-exchange firms organ- 
ize as limited, rather than as general, partnerships. 

As to the virtual disappearance of the commandite or limited 
partnership from the business areas of ordinary trade and indus- 
try, or rather for its failure since 1837 to secure a strong foothold 
in these fields, there are several possible explanations. One relates 
to the fact that, as has already been noted, the institution was an 
alien one, born and matured under the legal system of the civil- 
ians. Statutes not very accurately drafted in imitation of French 
models, and interpreted without reference to French jurispru- 
dence, seem to have been little understood or appreciated by our 
business community in general. The enthusiasm of those who 
drafted these early laws seems not to have had its counterpart 
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among those to whom the privileges of the “new” form of partner- 
ship were supposed to be a blessing. 

Second, the advantages of the limited-partnership form are in 
themselves limited. There is involved in the use of this device a 
problem which somewhat resembles that which we now know 
with respect to the separation of ownership and management of 
corporations. The special partner traditionally supplies the capi- 
tal, the general partner the labor and skill, of management. Not 
only so, but a part of the price of the special partner’s limited- 
liability privilege is compulsory abstention from managerial con- 
trol. Whichever may be the correct philosophy of the situation, 
whether it is that managerial power is under the law withheld be- 
cause the privilege of limited liability is granted or that limited 
liability is granted because managerial control is withheld, it is 
not a very satisfactory situation from the passive investor's point 
of view to invest for a profit rather than under an interest con- 
tract, without retaining or acquiring a substantial measure of 
control over the use of the contributed funds. 

Third, it was hardly to be expected that active entrepreneurs 
would continue long to regard as an attractive form of enterprise 
organization one in which they must be denied the limited-liability 
privilege accorded to their passive associates. During the nine- 
teenth century, throughout the Western world the corporate 
form, with the privilege of limited liability for all owner partici- 
pants, became more and more freely available to the business 
community. In so far as it was the objective of the early Ameri- 
can limited-partnership statutes to avert or obstruct the move- 
ment for easy incorporation, these statutes were a failure. The 
limited partnership was an entirely inadequate device for the pur- 
poses of growing American business; and the corporate form 
brushed it aside for the purposes of both large-scale production 
and petty trade and industry. Especially was this true in New 
Jersey, which early took the lead, and long held it, in “liberal” 
corporation legislation. 
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CHAIN-STORE MORTALITY 
CHARLES F. PHILLIPS" 


I 


URING the last decade considerable progress has been 

made in the study of our marketing organizations. As a 

result of these investigations we have begun to get a more 

definite idea as to which channels of distribution are the more 

economical. Some of these studies have tackled the problem from 

the point of view of operating costs; some from the point of view 

of gross margins; and some by comparing the prices paid by ulti- 

mate consumers for identical items which have traveled from pro- 

ducer to consumer by various channels. From all three points of 

view the chain-store system of distribution has proved its effi- 
ciency. 

In the course of these studies of marketing some attention has 
been paid to the factor of mortality among retailers, but, with the 
exception of recent investigations by the Federal Trade Commis- 
sion, such investigations have been confined to independent mer- 
chants.” Yet it is obvious that a better knowledge of store mor- 
tality is needed to aid in completing our picture of the retail field 
as the too rapid opening and closing of stores is not only a sign of 
the failure of a large number of men but it is also a sign of large 
waste in distribution with a resulting heavy cost to society. The 
purpose of this article is to make at least a beginning in the study 
of the mortality of chain-store units in an attempt to see whether 
or not in this aspect, as well as in the matters of operating costs, 
gross margins, and prices, the chain has proved its worth. . 


' Instructor in economics, Colgate University. 
2 Among the more important of these studies may be mentioned the following: 
P. D. Converse, Business Mortality in Illinois, 1925-1930; E. D. McGarry, Retail 
Trade Mortality (“University of Buffalo Studies in Business,” No. 1); Some Aspects 
of Grocery Store Failures (“University of Nebraska Studies in Business,”’ No. 14). 
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II 

A word as to the source of the material herein presented. The 
Classified Business Directory of Boston, Massachusetts (pub- 
lished annually by Sampson & Mordock Co. of Boston) was care- 
fu’ly examined for the period of 1928-33. This Directory, which 
attempts to list “every concern or individual in business for him- 
self,’ includes all the various sections within the city limits of 
Boston, i.e., Allston, Brighton, Charleston, Dorchester, East 
Boston, Hyde Park, Roslindale, Roxbury, South Boston, and 
West Roxbury. From the 1928 Directory a file of cards was made 
out with each card containing the company name and the location 
of one store. When the 1929 Directory was examined, the addition 
of new stores was noted by the addition of a different-colored card 
to the file, while the cards for discontinued stores were removed 
from the file and the date noted on the card. By this method a 
complete record was obtained of the units of the three larges. gro- 
cery chains in Boston (First National Stores, Great Atlantic and 
Pacific Tea Co., Economy Grocery Stores) as well as of those of 
five smaller chains (M. Winer, S. S. Pierce, Cloverdale, Rabino- 
vitz, Manhattan Five and Ten Cents) for the five-year period. 
More will be said below as to the accuracy of determining mor- 
tality rates of retail stores by this method. 


Ill 


Table I is a summary table presenting the composite results of 
the study. While at the beginning of 1929 the chains operated 781 
stores in Boston proper, by the end of 1932 the number had fallen 
slightly to 762—a net decrease of 19 units. In the meantime 
however, 304 units had been opened and 323 had been closed, giv- 
ing an average annual turnover of 9.4 per cent, an average annual 
closing rate of 10.3 per cent, and an average annual store-opening 
rate of 9.7 per cent. Just what does each of these figures mean? 

The rate of turnover (mortality) refers to the number of stores 
withdrawing from business each year expressed as a percentage 
of the number of stores engaged in business any time during the 
year. Our figure of 9.4, for example, means that out of every 100 
chain grocery units doing business in Boston each year, 9.4 of 
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them retired before the end of the year. As it is perhaps more cus- 
tomary to derive the turnover rate by dividing the number of 
stores withdrawing each year by the average number of stores in 
business during the year, results by this method are given in col- 
umns 9 and 10 of Table I. However, throughout this paper the 
term “turnover” will be used to refer to figures derived by the 
former method. It is interesting to note that the mortality rate 
has fallen quite decisively during the period under review—-a 
period which has been marked with a continuing deflation. 


TABLE I 


TURNOVER, CLOSING, AND OPENING RATES FOR CHAIN GROCERY STORES 
IN BOSTON, .929-32 


No 
om. No. Sze. Turn-| Aven. 
AT No. . IN No. Turn- 
App- | Net OVER | ING ING 
First | CLosep Bus. Sts. | OVER, 
= ED IN | CHANGE Rate,} Rate,| RATE, 
YEAR or |r Yr. Yr DUR- purinc | 2/9 
Yr , ING 5 3 Yr. 
Yr. 
I 2 3 4 5 6 7 8 9 10 
781| 107 | 123 16 904|11.8 | 13.7] 15.7] 779.0] 13.7 
797 86 7o | —16 9.91} 10.8) 8.8) 789.0] 10.9 
781 74 62 12 853) 8.7 7-9] 775-01 9.5 
769 56 49|—- 7 6.8 7.3| 6.4) 765.5) 7.3 
Total. .. .|3,128} 323 | 304 | —19 [3,442] 9.4 | 10.3 10.4 
! 


The store closing rate refers to the number of stores closed each 
year expressed as a percentage of the number of stores in opera- 
tion at the beginning of each year. Thus, of the 781 stores oper- 
ated by the grocery chains in Boston at the beginning of 1929, 
13.7 per cent were closed during the year. Similarly, the opening 
rate gives the relation between the number of stores at the begin- 
ning of the year and the number opened during the corresponding 
year. Both of these rates have been falling during this period, the 
former from 13.7 to 7.3 and the latter from 15.7 to 6.4. 

The relation among the turnover, closing, and opening rates is 
better brought out in Figure 1. While all three trends are down- 
ward, the opening rate has suffered the largest fall. But this is in 
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line with what we would expect in the light of the conditions of 
the last five years. At the break of the boom in 1929, many 
chains found themselves in a position which demanded retrench- 
ment instead of expansion. The increasing severity of the de- 
pression and the continual decline in the price level in the imme- 
diately following years intensified rather than relieved the situa- 
tion. The result was the adoption of a policy calling for the open- 
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Fic. 1.—Relationships of turnover, closing, and opening rates for Boston 
chains, 1929-32. 


ing of stores only in exceptional locations, the gradual replacing of 
smaller stores by a lesser number of large-type units, and the 
closing of unprofitable stores. This policy led to a quick drop in 
opening rate in 1930, with a gradual decline in the following two 
years, and to the closing of a number of units which under 1929 
conditions might have been kept in operation. It seems more than 
likely that the trend toward larger and more complete food mar- 
kets has tended to keep the opening rate from declining as rapidly 
as it would have under other conditions. 

Valuable as is Table I to summarize the results of this study, it 
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has the disadvantage of covering up too much. For this reason 
Table II is introduced. Here we have separated data pertaining 
to the three large chains from those referring to the five smaller 
companies. 

The resulting contrasts are striking. While the turnover rate 
for the larger chains steadily decreased from 12.4 to 5.4 per cent, 
for the smaller chains it increased from 4.4 to 19.6 per cent! The 
same tendency is shown in the store closing rate, where a drop 
from 14 to 5.7 per cent for the former group is accompanied by an 
increase fron 8.1 to 22.9 per cent for the latter group. While the 


TABLE II 


TURNOVER, CLOSING, AND OPENING RATES FOR THREE LARGE AND FIVE 
SMALL CHAIN GROCERY COMPANIES, BOSTON, 1929-33 


TURNOVER RATE Crosinc RATE RATE 
YEAR 

3 Large | 5 Small | 3 Large | 5 Small | 3 Large | 5 Small 

Cos. Cos. Cos. Cos. Cos. Cos. 

12.4 4.4 14.0 8.1 12.4 83.8 
5.4 19.5 22.9 17.1 
Average.......... 9.2 11.0 10.0 13.8 8.4 25.9 


contrast in trend does not exist as regards the opening rate, the 
difference in the intensity of change is even more striking. 

How can we account for these trends of the smaller chains? 
Probably to a considerable degree the depression of 1929-33 is to 
blame for their divergence from the trends of the larger organiza- 
tions; yet, as we shall note below, in many ways these smaller 
chains should be expected to have trends distinctively their own. 
Even more than the larger chains, these small organizations had 
overextended themselves by the end of 1929. That this issomewhat 
true is shown by an expansion of nearly 84 per cent during 1929 in 
contrast to 12.4 per cent for the larger chains. The result was a 
steady increase of closures during the following years. Yet this 
condition was not true of all these small chains as some of them 
were able to expand enough to give their group an opening rate in 
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excess of that for the larger chains. The more erratic change in 
trends for the smaller chains gives ample evidence of the greater 
stability of the larger chains in times of adverse business condi- 
tions. 

Again looking at the mortality rate of all the grocery chains in 
Boston as a group, we find that at the close of 1928 these eight 
companies operated 781 units. Neglecting the addition of new 
stores and the closing of some of these new units, how many of 
these 1928 units were in operation in 1932? During 1929, 107 of 
these stores of 1928, or 13.7 per cent of the total number, dis- 
appeared; in 1930, 71 more (9.1 per cent); in 1931, 51 more (6.5 
per cent); and in 1932, thirty-five more (4.5 per cent); thus leav- 
ing 517, or 66.2 per cent, of the 1928 units in existence in 1932. In 
passing it may be noted that this tendency for the chances of clo- 
sure decreasing as a store survives the first year or two is in har- 
mony with the results of the studies of Professors Converse and 
McGarry for independent merchants. 


IV 


We have already noted in Table I that the Boston chains dur- 
ing the period covered had an opening rate of 9.7 per cent and a 
slightly higher closing rate of 10.3 per cent. Although our data 
are confined solely to Boston, it probably is of some significance 
that the figures found by the Federal Trade Commission for the 
pre-1929 period of chain-store growth are quite different. In con- 
trast with our opening rate of 9.7 per cent, the Commission found 
15.6 per cent.’ Yet, in spite of the differences in the area covered 
by the two figures, we would expect that in the depression years 
the store opening rate would decline. Moreover, it is also probably 
true that the rate of opening in a large eastern city such as Bos- 
ton, where the chain grocery store had an early origin and 
growth, would be considerably smaller than in the country as a 
whole. In fact, in view of business conditions and this early origin 
of chains in Boston, it is most surprising that the 1929-32 opening 
rate was as high as 9.7 per cent. As we have already said, part of 


3 Federal Trade Commission, Growth and Development of the Chain Store, p. 51. 
This figure is for the country as a whole. 
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this rate is fictitious and is due to the closing of small stores to be 
replaced by large stores. The difference between the Commis- 
sion’s grocery store closing rate of 3.8 per cent and our rate of 
10.3 per cent is also easily understood in view of business condi- 
tions of this period. 


V 


When we come to contrast the Boston grocery chain-store mor- 
tality with the results obtained by Professor McGarry for the in- 
dependent grocers of Buffalo, New York, we face several difficul- 
ties. Some of these difficulties are due to the fact that the market- 
ing conditions in the grocery field may be considerably different 
between Boston and Buffalo, hence our figures may not be com- 
parable. Other difficulties lie in the admitted inaccuracy of the 
figures for both cities. Professor McGarry’s figures suffer in ac- 
curacy from the fact that every change in the name of an inde- 
pendent store as listed in the Directory is counted as connoting 
the ‘“‘death” of that particular store while in reality the proprietor 
may simply have changed the name of his store or (in spite of his 
success) have sold the store to some other retailer. On the other 
hand, it also seems true that our figures for chain mortality are 
somewhat inflated as compared to those for the Buffalo independ- 
ents. In the first place, our figures relate to a period of depression 
while the Buffalo figures relate to a period of ever increasing pros- 
perity following 1921-22. That this should result in a compara- 
tively high closing rate and a comparatively low opening rate for 
the Boston chains seems self-evident. In the second place, and 
equally important, is the fact that our chain mortality rate to an 
unknown (but probably significant) degree is inflated by the trend 
of the chains to replace one, two, or three small units by one large 
complete food market. In other words, a part of the chain’s mor- 
tality is not due to the unprofitableness of some units which have 
been closed but due to the fact that it is more profitable for the 
chain to close small stores and open large ones. With these few 
warnings as to interpretation, let us turn to a comparison of chain 
and independent figures. 

In Table III we have presented the facts in which we are now 
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interested. Here in parallel columns the turnover, opening, and 
closing rates for Buffalo independents, United States grocery 
chains, and Boston grocery chains (the latter being subdivided 
into two groups) are presented. While certain considerations dis- 
cussed in the foregoing paragraph might lead one to doubt the ex- 
actness of these data, yet the differences are so large that even if 
more accurate data were available it is doubtful if the following 
conclusions would be affected. In general, the chains show a much 


TABLE III 
TURNOVER, OPENING, AND CLOSING RATES FOR CHAIN STORES 
AND INDEPENDENTS 


Years TURNOVER Opening Closing 
Group Covered Rate Rate Rate 
available 

1928-32 9.4 9.7 10.3 
Three large Boston companies....} 1928-32 9.2 8.4 10.0 
Five small Boston companies.....| 1928-32 11.0 25.9 13.8 


* McGarry, Retail Trade Mortality, p. 60. 

t Federal Trade Commission, Growth of Chains, p. 51. 

t Professor McGarry used the terms “turnover rate” and “closing rate” as synonymous and de- 
rived both by the method we have designated as showing the closing rate. Hence, the figure of 35.9 
given here as the turnover rate found by him is not quite comparable to our turnover figures. 


smaller mortality rate than do the independents—9.4 per cent as 
contrasted to 35.9 per cent. At the same time the high independ- 
ent mortality does not mean that there are becoming progres- 
sively fewer independent grocery retailers in Buffalo as their 
opening rate slightly exceeds their closing rate. As contrasted 
with the chain, both the independent’s opening and closing rates 
are large. 

When we turn to the figures for the smaller chains we find that, 
while they still are considerably under those for the Buffalo inde- 
pendents, they are nearer to those for the latter group than are 
those of the larger chains. Of course this is exactly what one 
might expect because these small chains are more in the nature of 
independent merchants than are the large chains. In 1932 the 
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average of these five small chains was but 12 stores each in con- 
trast to an average of 256 for the large chains. They all represent 
local chains with practically all of their units in metropolitan Bos- 
ton. Each represents a successful one-store operation, the owner 
of which is gradually trying to expand his activities in the face of 
an already overcrowded field. In this class, especially in a period 
of recession, we would naturally expect less stability. Probably 
the really significant fact is that the turnover rate for the small 
chains is as close as it is to that of the larger chains. But even here 


TABLE [V 
DISTRIBUTION OF BOSTON CHAIN GROCERY STORES 
OF 1932 AND OF BUFFALO INDEPENDENT GRO- 
CERY STORES OF 1928 AS TO NUMBER OF YEARS 
LISTED IN DIRECTORIES 


Chain Independent 
No. Years Listed Per Cent Per Cent 

16.2 
67.8 38.3 

100.0 100.0 


we have already noticed in Table II that during the period under 
review the trends of the turnover rates of the two groups have 
gone rapidly in opposite directions. From the same table it may 
also be noted that the closing rate for the small chains has also 
shown a strong tendency to approach that for the independents of 
Buffalo. (It should be remembered that the Buffalo figures are 
for more prosperous days and that the rate has probably increased 
during the last few years.) 

A final comparison of chain and independent store mortality is 
afforded by Table IV. This table shows the distribution of the in- 
dependent grocery stores of Buffalo existing in 1928 according to 
the number of years each had been listed in the directories. The 
corresponding figures for the Boston chain units existing in 1932 
have also been placed in the table. Little comment is needed as 
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the greater percentage of chain units existing five years as com- 
pared to the independent units is self-evident. Whereas but 38 
per cent of the independents had been in existence for five years, 
nearly 68 per cent of the chain units had existed that length of 
time. 


VI 


Let us briefly summarize our conclusions: 

1. The chain-store units of Boston have significantly smaller 
turnover, opening, and closing rates than do the independent 
grocers of Buffalo. Furthermore, all three rates for the chains 
have decreased during the last three years. 

2. The chain’s opening rate in Boston during the last four 
years has probably been somewhat held up by the tendency to- 
ward opening a larger type of store. 

3. The chain’s closing rate is probably somewhat inflated by 
the closing of small stores to make possible the opening of larger 
stores. 

4. The smaller chains have experienced a rising mortality and 
a rising closing rate which in 1931-32 showed a strong tendency to 
approach that of the Buffalo independents for an earlier period. 

5. New stores which are able to last through a period of “get- 
ting established” have an increasingly better chance of existence. 

6. If the Federal Trade Commission’s results for the entire 
country for the pre-1929 period are applicable to Boston, the 
1929-33 period has witnessed a significant decrease in the Boston 
chain grocery store opening rate and an increase in store closing 
rate. 
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SECURITY PRICES AND STOCK EXCHANGE HOLIDAYS 
IN RELATION TO SHORT SELLING 


M. J. FIELDS! 


T IS frequently held that the unwillingness of security traders to 
carry their holdings over the uncertainties of a week-end leads to 
liquidation of long accounts and a consequent decline of prices on 
Saturday, particularly just before the close of the market. This hy- 
pothesis has been found to have no foundation in fact.? Analyzing the 
Dow, Jones daily average of industrials over the period 1915-30, the 
complete absence of connection between such popular generalizations 
regarding the market and the actual movement of stock prices from 
day to day has been demonstrated. Investigation tended to show, in 
fact, that if inferences of any sort could indeed be drawn from the data, 
they indicated that commitments are covered more completely in an- 
ticipation of an Exchange holiday in a declining market than when the 
tendency of prices is upward. Such market phenomena point clearly 
to the influence of short selling. In the absence of adequate statistics, 
short interest figures being available only since May, 1931, the results 
of this investigation, which undertakes to measure the extent of the 
preholiday-covering movement, afford a reasonably satisfactory basis 
for generalization upon the subject of short selling for a rather long 
period prior to 1931. 

This study includes an analysis of preholiday closing stock prices as 
manifested by the behavior of the Dow, Jones average of industrials, 
in every period of major decline in this century. The upper and lower 
limits of these periods of declining prices were set at those days when 
the Dow, Jones averages reached a maximum and a minimum in each 
phase. The method used was to compare the index of the day immedi- 
ately preceding every New York Exchange holiday with the average of 
the indexes of the two adjacent days. Thus, if the Exchange was closed 


* Research assistant in the department of economics, Harvard University. The 
author is indebted to Professor W. L. Crum for helpful advice throughout the prepa- 
ration of this study and to Dr. Aaron Goldstein, of Harvard University, for a critic] 
reading of the manuscript. 

2 See my paper in the University of Chicago Journal of Business, October, 1931, 
Pp. 415. 
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on Thursday of any week, the Dow, Jones averages of Wednesday 
would be compared with the same measures of Tuesday and Friday. 
For convenience of exposition, however, during the remainder of this 
paper the day preceding a holiday will be called Saturday and the two 
adjacent days will be designated Friday and Monday, respectively. In 
addition to this comparison, an actual count was made of various other 
existing relationships which were thought to bear significantly on the 
problem under consideration. 

For this type of investigation it is essential that the constituents of 
the index employed should be those that are peculiarly active in specu- 
lative operations. Though probably not the most sensitive measure 
that could be constructed, the ready availability of the very satisfac- 
tory Dow, Jones averages made it unwise to undertake the laborious 
task of computing a more delicate index. By examining the situation 
in the different periods of receding prices during the present century, 
some interesting observations can be adduced. The results are given in 
Table I. 

It will be noted that the principal method of approaching the prob- 
lem which is employed here assumes that the Saturday figure should 
be an arithmetic mean of Friday and Monday. This may be an unduly 
severe restraint, for if market movements are an ordinary systematic 
development in time, like the growth of a tree or the age of an individ- 
ual, some adjustment would have to be made for the fact that Saturday 
is closer to Friday than to Monday. If stock prices are determined by 
the composite judgment of speculators, and if that judgment is de- 
veloping on Sunday, some allowance would have to be made /or the 
fact that Monday is farther away from Saturday than is Friday. On 
the other hand, if speculative judgment remains inactive on the holi- 
day, this particular obstacle disappears. Lack of knowledge on this 
point is a serious defect; but it is questionable, owing to the shortness 
of the individual intervals involved, if a true adjustment based upon a 
straight-line-trend analysis can in fact be made for this time disparity’. 
None has been attempted. 

Taking the figures as they appear, it will be seen that of a total of 
756 cases, covering seven major periods of declining prices from 1901 
to 1932, the Saturday index is significantly higher than the mean of the 
two adjacent days 388 times, or 51.3 per cent. The same calculations 
show the preholiday index to be significantly lower than the average of 
the other two 255 times, or 33.7 per cent. In other words, security 
prices on Saturday in past bear markets have been higher than the 


. 


330 THE JOURNAL OF BUSINESS 


average of the same quotations for the two adjacent days more than 
half again as many times as they have been lower. This relationship 
becomes particularly important beginning in 1916. Of a total of 316 
holidays observed by the New York Stock Exchange from 1916 to 


TABLE I 
SATURDAY INDEX COMPARED TO MEAN OF FRIDAY AND MONDAY 
Signifi- Signifi- 
Period a a cantly cantly Higher Lower Same 
— Higher* | Lower* 
ge See 135 65 42 14 12 2 
101 39 48 6 7 I 
101 47 35 7 12 ° 
103 40 28 13 15 I 
61 36 17 3 5 ° 
99 61 27 7 4 ° 
Serer 156 04 58 3 I ° 
eer 756 388 255 53 56 4 
Totals since 1916. . 316 191 102 13 10 ° 
Percentages for en- 
Percentages since 
SUPPLEMENTARY INFORMATION 
Entire Since 
Period 1916 
a) Number of cases in which Sat. index is higherthan Fri.... 381 162 
6b) Number of cases in which Sat. index is lower than Fri..... 370 153 
c) Number of cases in which Sat. indexis higherthan Mon... 436 195 
d) Number of cases in which Sat. index is lowerthan Mon.... 312 119 
e) Number of cases in which Sat. index is higher than Fri. 
f) Number of cases in which Sat. index is lower than Fri. and 


* The terms “Significantly Higher’ and “‘Significantly Lower’’ denote those cases in which the 
averages are at least 0.10 higher and lower, respectively. 


1932, the Saturday index materially exceeds the mean of the Friday 
and Monday indexes 191 times, or 60.5 per cent, and is significantly 
lower than the average of the two other days on only 102 occasions, or 
32.3 per cent. Since 1916, then, security prices on the day immediately 
preceding a holiday have averaged higher than the mean of the two 
adjacent days almost too per cent more often than they have averaged 


lower. 
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Evidence which throws additional light upon the problem is afforded 
by a comparison of Saturday prices with those of Friday and Monday, 
each day taken singly. Over the entire period in question, the preholi- 
day index exceeds that of Friday 381 times. On a base of 756 cases, this 
gives a percentage of 50.4. The corresponding figures for the Saturday- 
Monday relationship are 436 and 57.7 per cent. On the other hand, the 
Saturday average is lower than that of Friday 370 times, or 48.9 per 
cent, and is less than the Monday index 312 times, or 41.3 per cent. In 
view of the fact that we are here concerned with prices in a declining 
market, the marked tendency of prices to be higher on Saturday as 
compared with the two adjacent days is significant. And it is impor- 
tant to observe that here again this tendency seems to have been par- 
ticularly noticeable since the war. From 1916 to 1932, the Saturday 
index is shown to be higher than Friday 162 times out of 316 instances, 
or 51.2 per cent. It exceeded the Monday average on 195 occasions, or 
61.7 per cent of the time. The figures showing the contrary relationship 
have, of course, been correspondingly reduced. 

In this connection it is interesting to note that the Saturday index 
over the entire period covering 756 cases has been higher than both 
Friday and Monday 215 times, or 28.4 per cent, while it has been lower 
than the other two averages in only 148 instances, or 19.6 per cent. 
Since 1916 the comparison is even more favorable, the Saturday index 
exceeding both Friday and Monday 96 times out of 316 instances, or 
30.4 per cent of the time. During this same period it has been lower 
only 54 times, or 17.1 per cent. 

Of course this study would be seriously lacking in completeness if it 
was confined solely to a discussion of the Saturday-Friday-Monday re- 
lationship. To make certain that no other day is comparable to Satur- 
day in the degree of strength displayed in a declining market, it was 
necessary to make similar calculations for every other day of the week. 
In these cases the intervention of a holiday was considered to spoil the 
comparison and no computations were made. The results are given in 
Table II. The computed percentages for the entire period and those 
since 1916 facilitate comparisons between the various days. It will be 
seen that the preholiday index relative to the mean of the two adjacent 
days was in fact more frequently higher and less often lower than the 
index for any other combination of days. This was particularly so since 
1916. Even the true Saturday index, with the influence of all Exchange 
holidays other than Sunday eliminated (given in the last column of the 
Table), makes substantially the same showing relative to the other days. 
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It is interesting to observe that next to the Saturday index that for 
Tuesday shows the largest percentage of price advance and the small- 
est decline of all remaining days. Since 1916, indeed, the Tuesday in- 
dex can be seen to be significantly higher than the mean of Monday and 
Wednesday more than 50 per cent of the time, and materially lower 
than the average of the two adjacent days only about 42 per cent of the 
time. It is also interesting to note that industrial stock prices, consid- 
ering all the bear markets of this century as a whole, apparently aver- 
age lower on Monday of each week than they do on any other day. 
This tends indirectly to substantiate the reasoning that short covering 
on the day preceding a holiday is responsible for the stiffening of quota- 
tions on that day. If the uncertainties of carrying commitments over 
an Exchange holiday do in fact lead to the replacement of securities 
previously sold short, the disappearance of those uncertainties with the 
reopening of the market should mean the resumption of bear activities 
and the re-extension of short lines. Conducted on a sufficiently broad 
base, and in the absence of forces strong enough to counteract their 
influence, these operations constitute the explanation of strength on the 
day immediately preceding the holiday and weakness on the market 
day following. 

The results thus far noted indicate an unmistakable tendency for 
industrial stock prices to advance on Saturday relative to Friday and 
Monday. But during the periods of decline from 1go1 to 1914 this 
tendency cannot be said to be particularly impressive. With the bear 
markets beginning in 1916, however, the substantially larger number 
of instances in which the preholiday quotations exceed the average of 
the two adjacent days and the considerably fewer number of cases in 
which the Saturday index is significantly lower than the mean of Friday 
and Monday leave little room for doubt that this is a fact. Practically 
all the available data point in this direction; hardly any of them show 
the opposite. 

But it remains for Table III to demonstrate the full force of the 
factors in operation during this period to cause preholiday security 
prices to exceed the mean quotations of the two adjacent days. Here 
are set forth the results obtained from a study of the behavior of in- 
dustrial stock prices before and after Exchange holidays of longer dura- 
tion than one day. There were 80 such holidays from June 17, 1901, to 
July 8, 1932. During this period the Saturday index will be seen to have 
been significantly higher than the mean of Friday and Monday no less 
than 52 times, or 65 per cent. It has been significantly lower than the 
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average of the two adjacent days on only 15 occasions, or 18.8 per cent 
of the time. Since 1916 there have been 38 such holidays on which the 
preholiday quotations for industrial stocks materially exceeded the 
mean of Friday and Monday prices 27 times, giving a percentage of 
71.1. During this same period the Saturday index was significantly 


TABLE II 


SATURDAY INDEX COMPARED TO MEAN OF FRIDAY AND MONDAY 
ON HOLIDAYS EXCEEDING ONE DAY 


Signifi- Signifi- 
Period = of cantly cantly Higher Lower 
ases 
Higher Lower 
14 8 4 ° 2 
5 2 2 ° I 
II 6 I 2 2 
6 3 2 ° I 
II 6 2 I 2 
21 18 2 I ° 
80 52 15 5 8 
Totals since 1916...... 38 27 6 3 
Percentages for entire pe- 
Percentages since 1916.|......... 71.1 
SUPPLEMENTARY INFORMATION 
Entire Since 
Period 1916 
a) Number of cases in which the Sat. index is higher than Fri. 43 22 
b) Number of cases in which the Sat. index is lowerthanFri.. 35 15 
c) Number of cases in which the Sat. index is higherthan Mon. 53 24 
d) Number of cases in which the Sat. index is lower than Mon. 27 14 
e) Number of cases in which the Sat. index is higher than Fri. 
f) Number of cases in which the Sat. index is lower than Fri. 


lower than the average of the two adjacent days only 6 times, or 15.9 
per cent. From September, 1929, to July, 1932, security prices ex- 
perienced one of the most drastic slumps in American stock-exchange 
history. Yet, despite the severity of the decline during this period, the 
preholiday index displayed remarkable strength. It was significantly 
higher than the average of the two adjacent days no less than 18 out of 
21 times, and whereas Monday was lower than Saturday on 17 occa- 
sions, the Saturday index was less than that of Friday only 9g times. 
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Taking the days individually for the period as a whole, it will be ob- 
served that the Saturday index was higher than those of Friday and 
Monday 43 and 53 times, respectively, out of a total of 80 cases since 
1901, and on 22 and 24 occasions, respectively, since 1916, comprising 
38 “unusually” long holidays. The preholiday index can be seen to be 
correspondingly lower than either Friday or Monday during both peri- 
ods in question. Incidentally, security prices on the day immediately 
preceding the long holiday are higher than both adjacent days more 
than twice as often as they are lower over the entire interval of time. 

Unfortunately, however, from the point of view of constituting con- 
clusive proof, this tendency of stock quotations to strengthen on the 
preholiday is apparently not peculiar to years of declining prices. Dur- 
ing the entire period 1900-1932, in which practically every type of 
market fluctuation was manifested, there were 184 such long holidays. 
One hundred and eight, or 58.7 per cent, of these instances included in 
every phase of the speculative cycle yielded preholiday indexes mate- 
rially in excess of those of the two adjacent days. Forty-seven, or 25.6 
per cent, of them were significantly lower. From January, 1916, to 
July, 1932, of 98 unusually long holidays, 66, or 67.3 per cent, of them 
showed the preholiday index to be significantly higher than the mean of 
the two adjacent days, and 23, or 23.5 per cent, of them showed the re- 
verse. Of course, these results, though high, are not as much higher, 
compared to similar relationships of other days, as are those of pre- 
holidays confined to bear markets. Nevertheless they serve to cast 
doubt upon the conclusiveness of the findings of the preceding para- 
graph, unless the covering of a continually existing short interest dur- 
ing the upward swing of the cycle can, as is entirely probable, be said 
to be partly responsible for the rising preholiday averages during that 
period. 

However, the favorableness of the results just noted for the years 
comprising every phase of the cycle is considerably enhanced by the in- 
clusion of those long holidays occurring during periods of decline. If 
the influence of these is eliminated, which should in fact be done, the 
preholiday indexes relative to those of the two adjacent days for other 
phases of the cycle average 10 per cent less than the same indexes for 
periods of declining prices exclusively. 

In the interpretation of practicaly all statistical results, the question 
arises how far the observed differences are due to mere chance. In the 
analysis of security price fluctuations, where the chance element may 
loom large, this consideration becomes increasingly important. The 


336 THE JOURNAL OF BUSINESS 


problem is that of estimating the accuracy of a given sample, or of 
judging the significance of prevailing differences between two averages. 
This is the essence of the concept of probability. 

Given the conditions which must be fulfilled for the application of 
the more fundamental propositions in probability, it is possible to de- 
rive measures of immense practical value for drawing statistical infer- 
ences. Such a measure, for example, is the standard error, and it refers 
to fluctuations which would occur in the statistical result if repeated 
random samples of the same kind were analyzed in the same way. But 
the standard error is definitely not applicable unless the samples are 
strictly random in character. Unfortunately this is a condition which 
is hardly ever satisfied in economic data. In the present case, the con- 


TABLE IV 
CALCULATION OF THE STANDARD ERROR 

Sum of 

No. of |Sum of Plus Standard Standard 
Period Minus Mean 
Cases Deviations ae Deviation Error 
Deviations 

156 204.86 91.65 0.72 2.85 +0. 23 
80 69. 26 13.64 0.70 2.22 +0.25 


* Data are for holidays in excess of one day for ali bear markets in this period. 


secutive items of our time series are so closely related as to preclude a 
random selection, and therefore strict methodology would require that 
no attempt be made to apply the mathematical theory of probability 
to the results. 

However, there is a strong temptation to think of the findings of this 
paper in terms of probabilities. Indeed, it cannot be denied that infer- 
ences are readily possible which obviously are more valid than other in- 
ferences which might be entertained on the same subject. In the light 
of this, it was decided to violate sound statistical technique to the ex- 
tent of calculating standard errors as mere measures of comparison for 
selected portions of the data. They are given herewith, together with 
the calculations upon which they are based. Except for the number of 
cases, the unit throughout is $1.00. 

Despite the apparent favorableness of the results, a final word of 
caution regarding their interpretation is essential. It must be remem- 
bered that the standard error measures only errors arising from fluctua- 
tions in sampling; and it has no application where the sample is of a 
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non-random character. So far as the stability of our results is con- 
cerned, therefore, it is better in this case to use other measures of reli- 
ability than the computed standard errors. 

How account for this tendency of stock prices to strengthen on the 
day preceding exchange holidays in declining markets? And why is the 
indicated tendency of preholiday prices to be higher relative to the two 
adjacent days unmistakably more in evidence since 1916 than before? 
In the paper to which reference has been made in the opening para- 
graph of this study the guarded opinion was expressed that commit- 
ments are covered more completely in anticipation of a holiday in a 
declining market than when the course of prices is upward. The ex- 
planation there given was that those who “play the market” on the 
upside are generally less experienced traders than those who undertake 
short sales. For example, the ability to appraise a situation correctly 
and take a loss rapidly when the occasion demands it is a mark of the 
more alert speculator. When this fact is contrasted with the “dogged- 
ness”’ of the usually less experienced long holder, anu when it is recog- 
nized that there are risks attached to short sales some of which are 
wholly lacking in the case of long holdings, important clues are afforded 
to the proper understanding of the varying sensitivity of preholiday 
stock prices depending upon the state of the market. In the light of 
this investigation, is it not to be concluded that the uncertainties of 
carrying short commitments over an exchange holiday in a bear market 
lead to replacements sufficiently heavy to turn the tide of prices up- 
ward on Saturday? The evidence now appears to be strong enough to 
raise the previously expressed opinion at least above the level of pure 
conjecture. 

An answer to the second question regarding relative market move- 
ments before and after 1916 is not difficult, though it must be admitted 
that the facts supporting it are by no means conclusive. The financial 
operations of our own and foreign governments during the war served 
to initiate the masses into security ownership. It was but a short step 
from participation in these relatively safe mediums of investment to the 
substantially more speculative activities of these inexperienced traders 
in the successive stock-market booms following the cessation of the 
world-conflict. With the more active and widespread participation of 
these people, stocks were bid up to levels where aggressive short selling 
appeared attractive to those who were better acquainted with the ac- 
tual and potential prospects of American industry. Though the sta- 
tistics are not available, the results of this study point to the conclusion 
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that short selling was more actively engaged in after the war than be- 
fore. Very probably it was the continued existence of a large short in- 
terest which explains the tendency for industrial stock prices to ad- 
vance in anticipation of a holiday, and particularly so more recently in 
the face of a generally declining market. 

It will be noted that these pages are concerned solely with the effect 
of short selling upon stock prices; other phases of this subject, such as 
the desirability of its regulation, are here entirely disregarded. It is 
submitted, however, that fertile seeds for a broader investigation of 
the whole problem are contained in this study. 
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THE MEASUREMENT OF A BANK’S SECONDARY 
AND INVESTMENT RESERVES" 


ELMER HARTZEL? 


HANGES in the banking structure in the past twenty 
years have led to the practice for commercial banks to 
buy and hold large amounts of bonds and other assets of 

an investment type, and a problem has arisen as to correct prac- 
tices in the allocation of the resources among the various types of 
assets. The subject has been discussed repeatedly, but the em- 
pirical rules which are laid down for the determination of the 
amount of the secondary and investment reserves, and the under- 
standing of their relationship to the liabilities, have about them 
an indecisiveness which appears to be due to a failure to lay hold 
of the underlying principles. 

It will be our purpose to clarify and extend the discussion of the 
secondary and investment reserves by bringing the subject into a 
functional connection with the theory of banking itself. In the 
course of the discussion the resources and liabilities of a bank will 
be classified in a manner which aims to facilitate the analysis of its 
liquid position; and it will be shown that a simultaneous consider- 
ation of variations in deposits and of “local loans” is necessary in 
determining the size of a reserve. It will also be indicated that the 
usual rules, with which it is considered desirable that the second- 
ary reserve and investment policies of a bank should be in accord, 
give a meager insight into the structure of a bank’s resources and 
liabilities. The relationship of primary, secondary, and invest- 
ment reserves to the corresponding sections of a bank’s deposits, 
capital, and surplus will, accordingly, be outlined. 

An analysis of this kind is of immediate practical importance 
because of the need for passing judgment on the desirability of 

* Some criticisms by Professor S. P. Meech have been beneficial in the prepara- 
tion of this paper. 

2 Mr. Hartzel has been employed as a consultant for various financial institutions 
in Chicago. 
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banking legislation, such as that which would remedy structural 
defects by a strict differentiation of commercial from savings 
banks.’ Historically there has been such a separation, and an im- 
portant alternative to a return to those relatively simple forms 
rests upon a clearer insight into the relationship to one another of 
the various classes of the resources and liabilities of banks which 
carry on both functions. 


I 


The resources of a bank include primary, secondary, and in- 
vestment “reserves.” The division into those three types is made 
from the standpoint of liquidity, the rule being that the yield on 
the assets falls as the factor of ready convertibility into cash of an 
assured amount becomes more prominent. A balance between the 
two must be maintained whereby neither earnings nor the safety 
of the bank is unduly sacrificed. 

A primary reserve consists of resources of cash on hand and de- 
mand deposits with Federal Reserve and correspondent banks. A 
secondary reserve is composed of bankers’ acceptance, commercial 
paper bought in the open market, demand loans to brokers and 
banks, local loans up to the amount of rediscounts available at a 
Federal Reserve bank, and high-grade bonds and notes maturing 
in not more than five years. An investment reserve is made up of 
medium- and long-term mortgages and bonds. It is so named to 
indicate that the sale of the securities is not contemplated except 
to meet unforeseen contingencies. 

The secondary reserve is set up to meet demands for cash of a 
seasonal nature and, in addition, those which may have the char- 
acter of an emergency—such as an unexpectedly heavy drain on 
deposits. It is recognized that the size of the reserve account de- 
pends upon numerous factors, such as the size of the individual 
deposits, their turnover and fluctuations, and the size, quality, 
and diversification of the local loans. Standards are, moreover, 

3 It is advocated, for instance, in an article on “Essential Elements in Banking 
Reconstruction” by O. K. Burrell in the Harvard Business Review (October, 1933), 
that the functions of commercial and savings banks should be separated “by requir- 


ing that the assets and transactions of the savings department be kept entirely dis- 
tinct from those of the commercial department.” 
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often set up such as the one which prescribes a secondary reserve 
of 35 per cent of the demand deposits, 10 per cent of the time de- 
posits, or, for general purposes, a reserve equal to 20 per cent of 
total assets. 

In considering the problem concerning the proper size of the 
secondary and investment reserves, the emphasis has been on de- 
posits. It is said, for instance, that 
primary and secondary reserves should be computed on the basis of the de- 
posits of a bank because those resources are established as a protection for 
the deposits and as a means of paying them back. ... . Primary and second- 
ary reserves have no direct connection with or dependence upon the resources 
of a bank and should not, therefore, be calculated as a percentage of the 
assets. Obviously, since the primary and secondary reserves . . . . are a part 
of the assets of a bank, they form a certain percentage of those assets and may 
be so expressed. It should be remembered, however, that this percentage is 
the result of the determination of the reserves and is not the means of ascer- 
taining how much they should be.s 


One phase of our discussion will bring out the fact that the em- 
phasis on deposits has obscured the real character of reserves. 

Another practice which has been common, when secondary re- 
serve requirements are under consideration, is to illustrate their 
ebb and flow without separating such reserves from other com- 
ponents of loans and discounts. Since changes in the several ele- 
ments are not necessarily similar either in their amount or the di- 
rection of their movement, it is evident that an unsatisfactory idea 
of what is taking place is obtained with that method. 

Let us consider, however, the most complete study of the re- 
serve policy of banks which has, to the writer’s knowledge, ap- 
peared, i.e., Jnvestment and Secondary Reserve Policy of Commercial 

4 Mentioned as a conservative practice in booklet three of the American Bankers’ 
Association on Commercial Bank Management. 

5 Paul M. Atkins, Bank Secondary and Investment Policies, p. 43. That such is 
the usual procedure is indicated by Willis, Chapman, and Robey in Contemporary 
Banking, p. 291, e.g., “In those countries where, as in the United States, the habit 
has developed of establishing by law the amount of reserve to be required, it is all 
but universal to state the reserves as a percentage of the amount of deposits (chiefly 
of demand deposits) outstanding. ... . It has usually been accepted that this was, 
on the whole, the natural way of measuring reserves, and even in countries where 
there is no legal reserve requirements, the practice has become general of stating the 
reserves as percentages of deposits.” 
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Banks by E. R. Shaw.® It may, first, be noted that Mr. Shaw 
states that the loan fluctuations of any particular bank are not “a 
factor affecting the movement of its deposits,” and that there is a 
tendency towards an inverse movement of loans and deposits.’ 
Such conclusions may be true in particular cases, but it is inade- 
quate, as will be indicated elsewhere, as a basis for the formula- 
tion of a reserve theory. 

Second, a fundamental flaw is introduced by Shaw when gen- 
eralizations are made for setting up “a method of arriving at a 
sound investment program for a bank,” the approach to which is 
to be “identical for any bank regardless of its location or the eco- 
nomic factors affecting its loan and deposit structure.’* In the 
hypothetical case it is said, for instance, that an analysis of the 
loan and deposit movements covering a period of years reveals 
that the maximum range from high to low in deposits has been 
$250,000 and $100,000, respectively. Hence, it is argued, a sec- 
ondary reserve of $350,000 is required.’ It is unlikely, however, 
that the two maximums would coincide in time (unless the unreal 
assumption were made that there is an inverse movement of loans 
and deposits), and the calculation when made in that way would, 
therefore, be unlikely to give the proper results. 

Further, only the secondary reserve requirements are, accord- 
ing to Mr. Shaw, covered by the $350,000, and an additional 
$150,000 is, so it is said, needed as a primary reserve, because of a 
daily excess of cash withdrawals over cash deposits, etc. One hun- 
dred and fifty thousand dollars ($150,000) are then added to the 
reserves as first estimated to “‘care for any abnormal seasonal 
movements of deposits.’ We believe that a misconception is 
present in such a calculation of reserves in that the variations in 
loans and deposits, from which the initial secondary reserve of 
$350,000 was derived, included in it an amount which involved the 
daily movement of balances for which it was thought necessary to 
set up another reserve. The reserve, moreover, which is brought 
in to take care of contingencies, represents caution rather than 
conformity to any given principle. 


6 A Doctor’s dissertation, University of Chicago. 
7 Ibid., p. 77. 8 Tbid., p. 158. 9 Ibid., p. 160. 10 Tbid., p. 163. 
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The outline to be presented of the procedure involved in the 
measurement of reserves may be initiated by calling attention to 
the fact that a prime function of a commercial bank is, ordinarily, 
the extension of services to a group of clients with whom the 
bank’s personnel comes into close contact, because of the need for 
seasonal and other advances of funds, or because of the facilities 
which are afforded for carrying on business transactions. These 
clients are entitled to more than the impersonal consideration 
which would be accorded to a firm who dealt with a bank through 
a commercial paper market or, indirectly, through the medium of 
a security exchange by the aid of which the firm had marketed 
bonds. Local loans, such as those made to a bank’s clients, with or 
without collateral security, are, therefore, from the standpoint of 
the bank, essentially different from loans made to brokers or to 
large corporations through commercial paper houses. Local loans 
may be reduced, it is true, but they are not disposed of en masse— 
the secondary reserve is depended on for that. It follows that in 
an analysis of the reserve position of a bank, local loans should be 
singled out for special attention, and separated from the other 
components of “loans and discounts” (with which they are in- 
cluded), in as much as one of the “independent variables” with re- 
spect to which the reserves are determined is the local loans it- 
self." An illustration of the manner in which this intermingling of 
the accounts is obviated is given in Table I. 

In the second place, the size of the secondary reserve needed to 
take care of variations in the flow of resources and liabilities 
through a bank is to be derived from a consideration of both de- 
posits and local loans and these are, moreover, to be regarded as 
mutually interacting. It is apparent, for instance, that a second- 
ary reserve would be needed, even though deposits remained con- 
stant in amount during any given period, if in the meantime it 
had been considered desirable to make advances to customers who 
immediately withdrew the proceeds. In the event that cash re- 
sources were inadequate it would be necessary to fall back on re- 


The importance of local loans for an analysis of reserves has been carefully set 
forth by E. R. Shaw, ibid., chap. iii. 
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serves to the extent of the new loans granted.” If deposits and 
local loans, on the other hand, should fall equally and concomi- 
tantly, the contraction of deposits would be offset by a falling-off 
of local loans, or, in the reverse situation, a rise in local loans 
would be taken care of through the expansion of deposits. In the 
event, however, that deposits and local loans should expand or 
contract to an equal extent in opposite directions, the reserves 
would, broadly, need to be twice as large as the amount of fluctua- 
tion in the deposit account.% 

The first approximation, then, of the amount of secondary re- 
serves required to take care of seasonal or other like changes in a 
bank’s business is found by adding the maximum fluctuations in 
deposits for the period under consideration to the fluctuation in 
local loans, if they move in opposite directions, and subtracting 
one from the other if they move in the same direction. An alterna- 
tive procedure is to segregate the reserves, and then to determine 
the kind and extent of the effect on them of changes in loans and 
deposits. 

The manner in which the secondary and investment reserves of 
a bank fluctuate under varying conditions may be illustrated by 
three balance sheets in which the conditions are simplified for the 
purpose of giving prominence to those elements whose action is to 
be observed. The outlines are shown in Table I. 

In the first outline (Case 1) the total assets of the bank reraain 
the same during four consecutive periods whereas local loans rise 
steadily. When conditions of that kind are present it is apparent 
that the reserves must be called upon to supply the necessary 
funds and they have, accordingly, fallen to the extent that local 
loans have risen. If, on the other hand, local loans had fallen (as 
they do if the chronological order of the periods is taken to extend 

” The idea that banking resources and liabilities are related is commonplace. 


The manner in which variations in the several parts are brought to a focus in the 
“reserves” is that which requires further analysis. 


13 Primary reserves, here and elsewhere, are not given special consideration, be- 
cause their inclusion in the discussion would add little to the ideas involved. Meticu- 
lous accuracy would, in some instances, require that they should be mentioned when 
the other reserves are spoken of. 
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TABLE I 


OUTLINES OF RESOURCES AND LIABILITIES OF A BANK WHICH ILLUSTRATES 
THE EFFECT ON SECONDARY AND INVESTMENT RESERVES OF VARIA- 


TIONS AMONG THE RESOURCES AND LIABILITIES 


(In thousands of dollars) 


Condition at End of Four 
Consecutive Periods 


CASE 1 
Assets: 
Commercial paper, etc. | 
Long-term bonds | | 50 40 30 20 
Total assets...............: | 100 100 100 100 
Liabilities: 
CASE 2 
Assets: 
Commercial paper, etc. | 
Long-term bonds | ce 60 60 60 60 
Liabilities: 
mens 15 15 15 15 
CASE 3 
Assets: 
Commercial paper, etc. | 
Long-termbonds’ 30 50 70 go 
Liabilities: 
100 110 120 130 
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in the outline from the right to the left) the secondary and invest- 
ment reserves would have risen to an equal extent." 

In Case 2, the total assets increase steadily throughout the four 
periods. Deposits, accordingly, rise equally and simultaneously, 
and local loans are assumed to increase to the extent that de- 
posits do. Given these conditions, it may be seen that no change 
takes place in the reserve accounts since the increase in local loans 
is offset by the increase in deposits. The same conclusion results 
when the local loans and deposits both decline. 

In Case 3, total liabilities and deposits increase steadily 
throughout the four periods whereas the local loans fall. Under 
these conditions the reserves are enlarged to the extent of the in- 
crease of deposits together with the amount of the falling off in 
local loans. If, on the other hand, the reverse situation had been 
present in which deposits fell and local loans rose, the reserve ac- 
count would have been called upon to take care of the drain on de- 
posits as well as the additional advances to local customers. 

The explanation given concerning the secondary and invest- 
ment reserves has given no consideration to the presence of items 
which may influence those reserves other than those contained in 
the deposits, loans, and investments, e.g., the latter comprise the 
bulk of the resources or liabilities and they have been singled out 
for attention. When more than a first approximation of the move- 
ment of reserves is required, allowances must, therefore, be made 
for variations in such items as “‘cash in the vault,” “investment in 
the banking house,”’ profits added to the capital account, and vari- 
ations in the amount of bills payable. 

As an example of the way in which an analysis may be made, 
the balance sheet of a national bank in a reserve city of the South 
is presented in Table II. The resources of the institution have 
been separated into (1) local loans, (2) primary reserves, (3) sec- 
ondary and investment reserves, and (4) miscellaneous assets. 
The data are those supplied by the Comptroller of the Currency in 
call reports which are usually submitted four times a year. The 
period under consideration extended from March, 1930, to Sep- 


«4 For purposes of illustration, cash among the assets and capital and surplus 
among the liabilities are constant in amount in each of the three outlines. 
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tember, 1932, and the two financial statements selected from with- 
in those limits show, when compared, the maximum amount of 
change in local loans, on the one hand, and in deposits on the 
other. How much conversion of resources into cash was needed 
in this abnormal period, or in other words, how much of reserve 
over and above the usual legal reserve and vault cash would be re- 
quired to take care of the demands on the bank while the defla- 
tion was going on? 

Deposits during the interval between March, 1930, and June, 
1932, fell off more than 11 million dollars, but there were offsetting 
factors to lighten the violence of the deflation in that local loans, 
secured and unsecured, declined along with the recession in busi- 
ness activity. The falling-off in deposits was offset thereby to the 
extent of more than 8 million dollars and, consequently, reserves 
were called upon only to the amount of approximately 3.6 million 
dollars. A relatively moderate sum of that amount was, thus, 
needed in spite of the fact that a severe deflationary movement 
was taking place. The secondary reserve account was, in fact, ac- 
tually larger at the end of the period than at its beginning; and 
if all amounts due from banks, other than the legally required 
reserve, were regarded as secondary reserves, the liquidation in 
them and the investment account was the relatively moderate 
amount of approximately 3 million dollars as compared with a 
total loss in assets of 12 million dollars, of which 8.4 million dollars 
was provided for through a liquidation of local loans. 

Another example of the manner in which the components of 
the resources and liabilities of banks are affected by the pressure 
of liquidation may be obtained from a statement of all member 
banks of the Federal Reserve System. A comparison of their con- 
dition, in the form of a summary, as of June 30, 1931 and 1932, is 
presented in Table ITI. 

One of the most drastic liquidations of banking assets which ever 
occurred in the history of American finance took place during the 
twelve months preceding June, 1932. The table covers a period, 
therefore, when it would ordinarily be expected that the signifi- 
cance of ideas regarding reserves would be put to a test. If, for 
instance, the rules laid down by the American Banker’s Associa- 
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TABLE II 
RESOURCES AND LIABILITIES OF A SOUTHERN NATIONAL BANK 
ON TWO CALL DATES 
(In thousands of dollars) 
March 27, 1930 June 30, 1932 
Assets: 


Loans secured by real estate................... 
Loans secured by stocks and bonds............. 
“All other” loans eligible for rediscounting..... . 
“All other” loans not eligible for rediscounting. . 


Reserve with Federal Reserve banks........... 


Commercial paper bought..................... 
Loans to banks and trust companies............ 
U.S. Government securities................... 
Other bonds and stocks. 


Total secondary and investment “‘reserves’’. . 


Banking house and other real estate............ 


Liabilities: 

Total long-term funds. .. . 


Demand deposits (other than those of banks). . 

U.S. deposits 
Circulating notes outstanding............. pie 


1,942 1,436 
11,535 9,656 
6,435 35340 
11,842 8,922 
31,754 23,354 
3,159 2,431 
658 816 
12,938 9, 286 
72 83 
167 37 
16,904 12,653 

1,524 1,376 
2,618 3,109 
7,526 8,278 
12,018 12,763 
3,606 3,653 
121 87 
35727 3,740 
64,493 52,510 
4,500 4,500 
6,704 5,892 
18,682 15,34! 
29 , 886 25,733 
7,878 6,755 
26,115 19,084 
86 100 
350 700 
178 138 
64,493 52,510 


Total primary reserves. 
Total miscellaneous items................. 
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TABLE III 


A COMPARISON OF THE RESOURCES AND LIABILITIES OF ALL MEMBER 
BANKS OF THE FEDERAL RESERVE SYSTEM 
(In billions of dollars) 


Increase or 
June 30, 1931°*} June 30, 1932 <a 
Assets: 
17.805 14.984 2.821(—) 
Primary reserves: 
With Federal Reserve banks........ 2.277 1.998 ©. 279(—) 
Secondary and investment reserves... . 14.426 13.017 1.409(—) 
Exchange for clearing house, etc....... 1.766 0.918 848(—) 
Other assets: 
Investment in banking house, etc... . 1.369 1.399 30(+) 
38.972 33-424 5.548(—) 
Liabilities: 
Capital stock, surplus and reserves... . 6.109 5.661 ©. 448(—) 
29.030 24.258 4.772(—) 
Circulating notes outstanding. ........ 0.604 0.649 0.045(+) 
Due to banks in United States and For- 
eign Countries............. 1.703 1.147 °.556(—) 
Certified and officers’ checks outstand- 
Bills payable and rediscounts: 
With Federal Reserve banks........ 0.139 ©.440 ©. 301(+) 
0.188 0.485 ©. 297(+) 


Source: Member Bank Call Report of the Federal Reserve Board. 
Explanation: 

In order to obtain a summary it was necessary to change slightly the grouping of a few of the items. 
The following are representative adjustments: 

“Due from banks in United States and foreign countries” was deducted from “Due to banks in 
United States and Foreign Countries”; “Due to Federal Reserve Banks” was deducted from “Items 
with Federal Reserve Banks in process of collection.” 

“Agreement to repurchase U.S. government and other securities sold” was included with “Other 


liabilities.” 
“Acceptances of other banks and bills of exchange or drafts sold with endorsement” is offset by a 
similar item among the liabilities. They were eliminated from the table. 


tion's were relevant to a situation in which an emergency exists, 
the secondary and investment reserves would have amounted in 
June, 1931, to 6.5 billions of dollars if they had been calculated 
with respect to deposits, or 7.8 billions if they had been calculated 


8 Op. cit. 
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against total assets. Presumably these reserves would be on hand, 
as the name would indicate, to take care of just such a deflation- 
ary movement as that which occurred in the succeeding year. It 
may be observed from the summary in Table III, however, that 
the secondary and investment reserves actually were used to the 
extent of only 1.4 billions of dollars or less than 5 per cent of total 
deposits. 

Deposits, it is true, fell off nearly 5 billions of dollars, but that 
could not take place without peeling off successive layers of the 
resources. Secondary and investment reserves were, accordingly, 
called upon for little more than one-fourth of the total decrease 
in liabilities. 

II 

The twelve-month period from June, 1931, to June, 1932, in- 
cluded, as has been shown, a severe banking disturbance, yet re- 
sources of only 7 per cent of total assets, or 10 per cent of deposits, 
of all member banks of the Federal Reserve System would have 
been adequate to take care of the contraction of those liabilities 
which were not offset by a corresponding falling off of local loans. 
Assets with the liquidity of secondary reserves were, in fact, on 
hand in an amount which was widely in excess of the need for both 
secondary and investment reserves. Such a situation is not anom- 
alous for it appears that a large part of the so-called secondary re- 
serves are not such except in a limited sense. 

Strictly commercial banks are, moreover, concerned primarily 
with short-term credit, a considerable proportion of which is of a 
self-liquidating character, and groups of these banks exceed their 
proper limits when they divert any considerable part of short- 
term funds into fixed investment channeis.” There is a misleading 
implication, then, in the statement that some proportion, say 35 
per cent, of demand deposits should go into a secondary reserve, 

© The relationship between the components of the resources and liabilities of 
banks is not, of course, fixed or static and the relative amounts of investment capital 
for either a single bank or a group of banks may expand or contract. For a system of 
banks this is, however, a slow process. Our purpose is to state a rule which will serve 
to give a background for an understanding of investment and secondary reserves 


rather than to give the conditions which dictate expansion or contraction, for a sys- 
tem of banks, of the investment funds. 
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in that the conclusion seems to follow that much of the remainder, 
in excess of that part put in local loans, might be placed in invest- 
ments such as railroad, public utility, and industrial bonds. The 
usual designation of such a fund as a reserve appears, accordingly, 
to be a misnomer, and the theory regarding it to be in need of re- 
vision. 

An explanation of the relationship of the assets and liabilities of 
one bank to those of another, which is more in accord with the facts 
and banking theory than the one which speaks of a “reserve,”’ 
may be stated in terms of the function of the banks. Savings insti- 
tutions are intrusted, by and large, with earnings which are to be 
regarded as investments, and they are, generally, so placed in cap- 
ital markets. Purely commercial banks, on the other hand, are 
concerned with short-term loans. Prior to the coming of the mod- 
ern department store banks and trust companies, these banks were 
present as strongly marked types, one of which confined its activ- 
ities to transactions which centered around that part of the capi- 
tal of a business which is regarded as liquid or current funds,’’ the 
other of which was concerned almost exclusively with fixed, in 
contradistinction to circulating, capital. Each kind of institution 
was careful of where it placed its funds, and the confusion about 
the place of reserves among their resources did not appear until 
commercial banks departed from their traditional sphere of busi- 
ness by taking over savings-bank functions. The presence, there- 
fore, of large amounts of investments among their assets is at- 
tributable primarily to the merging of functions which formerly 
were regarded as distinct, rather than to a “‘creation” of fixed as- 
sets out of resources which had been predominantly commercial. 
It will be seen, thus, that a division of a modern bank’s resources 
and liabilities, for analytical purposes, into broad categories of 
fixed and circulating capital, and which at the same time indicates 
the manner in which the composition of the resources has its struc- 
tural counterpart among the liabilities, reinstates a relationship 
which was provided for in an earlier period by a sharp differentia- 
tion of commercial from savings banks. 

A separation of resources and liabilities into two major classes 


17 The English commercial bank was the prototype of this kind of institution. 
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of time and demand deposits and fixed and circulating capital (or 
loans for commercial operations of a self-liquidating character) 
will not result in a rigidly accurate division of the accounts. The 
information regarding local loans secured by stocks and bonds, in 
particular, is unavailable in a form which would enable loans se- 
cured by stocks and bonds for commercial purposes to be senarat- 
ed from those collateral loans which are made with the purpose of 
carrying securities on margin. A compilation of collateral loans 
would, accordingly, tend to overstate the amount of funds passing 
into investment channels, unless provision were made for the de- 
duction of collaterally secured loans from the data."*® On the other 
hand, it is true that some part of the loans which fall within the 
commercial category of ‘“‘all other loans”’are for fixed capital pur- 
poses. The tendency would be for the overstatement of the former 
to be reduced by that of the latter. The term “deposit” embraces, 
moreover, the major part of the liabilities of a bank, yet they are 
typically grouped into only two classes, viz., deposits on time and 
on demand. If a perfect correspondence between zesources and li- 
abilities were to be traced, however, it would be necessary as one 
part of the endeavor to have deposits classified into a hierarchy 
which would ascend by stages from the liquid to the fixed forms. 

The theory regarding secondary reserves may, with the preced- 
ing comment as a background, be made compatible with the prin- 
ciples regarding the distinctions between commercial and savings 
institutions by cutting across the conventional classification of re- 
serves. The modern commercial bank, to elaborate, commonly 
carries considerable amounts of both time and savings deposits. 
The part of the liabilities which are relatively fixed of these banks 
consist, further, of capital stock, surplus and reserves, in addition 
to the time deposits, and all these may properly be offset by com- 
mitments for fixed-capital purposes. Among the resources, those 
items which tend to take fixed-capital forms consist principally of 
(1) the bank buildings and their equipment, (2) bonds other than 

*8 Tn an investigation made by the United States Senate estimates were given of 
the amount of collateral loans which were made during the last boom for commer- 


cial purposes. See Hearings before a Subcommittee of the Committee on Banking and 
Currency, United States Senate, Appendix, Part VII (1931). 
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those of short date, (3) loans secured by real estate, and (4) col- 
lateral loans secured by stocks and bonds. As a test of the ap- 
plicability of this division of the accounts data are presented in 
Table IV for all banks reporting to the Comptroller of the Cur- 


rency and, additionally, those of the Federal Reserve banks. 


TABLE IV 


RESOURCES OF AN INVESTMENT NATURE OF ALL NATIONAL, 
STATE, AND FEDERAL RESERVE BANKS 


(1) (2) (3) (4) 
Investments, Etc. 
Securities, Loans 
Capital Stock, on Securities, Investments, Etc. Sesnentens of 
Years ended Surplus, and Loans on Real (Column 2) asa . 
June 30 Time Deposits Estate, and Percentage of Time Deposits, 
pt Etc. (Column 1) 
(In billions Banking House Time Deposits, ea a t 
of dollars) and Fixtures Etc. (Column 1) | ™**r “qJustmen 
(In billions for Short 
Maturities 
1914. . 12.282 13.238 108 104 
1920.. 23.569 25.526 106 103 
23.207 26.027 113 107 
Sree 26.089 27.975 108 102 
Sic 28.501 29.020 102 97 
RAE 32.463 34-179 106 101 
rr 34.677 36.056 103 99 
35.460 40.962 116 III 
38.210 43.354 114 109 
38.878 43.985 113 109 
40.253 45.719 114 109 
39.576 43.633 109 105 


Souree: Reports of the Comptroller of the Currency, adjusted to make the items comparable from 
ig article on “A Balance Sheet of the Banking System,” Journal of 

It will be noticed in Table IV that there has been, over a period 
of years, a considerable degree of uniformity in the relationship of 
capital stock, surplus, and time deposits (Column 1) to the com- 
parable items among the resources, viz., investment in securities, 
collateral loans secured by stocks and bonds, loans secured by real 
estate, and investments in banking houses and equipment (Col- 
umn 2). Assets of the investment type are, in fact, shown to have 
averaged 109 per cent (Column 3) of the liabilities with which 
they are compared. The correspondence between the groups of 
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items could be made more perfect, as was indicated elsewhere, if 
banking statements were sufficiently detailed to make a closer 
comparison feasable. If, for example, an allowance is made, in the 
computation of investments, for securities of short maturity by a 
deduction of, say 10 per cent, of the investments, the offsetting 
of the one group of items by the other becomes still closer (Column 
4). An individual bank is in a position to make a detailed com- 
parison through an analysis of its own accounts. 

Since time deposits and the equity of a bank’s stockholders rep- 
resented by capital and surplus are typically diverted into invest- 
ment channels, they may be found to correspond to sets of items 
among a bank’s resources which take the form of advances for 
relatively fixed-capital purposes. The other items of a bank’s lia- 
bilities, consisting mainly of demand deposits, bills payable, se- 
curities borrowed, etc., would be offset, accordingly, by local 
loans, and by other resources of the kind which are customarily 
labeled primary and secondary reserves. If the bank’s local loans 
for commercial purposes were widely diversified and if a good 
many of them could be discounted at a Federal Reserve bank, a 
considerable proportion of the resources of liquid capital remain- 
ing after legal reserves, vault cash, funds due to correspondent 
banks, etc., had been provided for could be put into local loans 
which would be used in commercial transactions or for working 
capital. 

The shifts which would take place in reserves under various 
conditions were exemplified in Table I without a separation of de- 
mand from time deposits, and without the comparable classifica- 
tion of local loans, secondary and investment reserves into classes 
which distinguish loans and reserves, which tend to enter invest- 
ment channels, from those which are meant to further the need for 
circulating capital. This second more complicated kind of situa- 
tion is illustrated in Table V. In Case 1 as outlined in the table, 
total assets and liabilities show no change at the ends of two con- 
secutive periods and the relationship which exists between time 
and demand deposits remains constant, while variations take 
place in the make-up of local loans. If, as in (0), the total of local 
loans remains the same during the transition from the first to the 
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second period, while local loans which tend to go into enterprises 
which require fixed capital increase, the resultant is a decrease and 
increase, respectively, in the fixed and circulating capital forms of 
the secondary and investment reserves. This follows from the fact 
that local loans are regarded as the independent variable. How- 
ever, if both types of local loans had increased, as in (0’), the cor- 
responding sections of the secondary and investment reserves 
would have been called upon to supply the necessary funds. 


TABLE V 


OUTLINES OF RESOURCES AND LIABILITIES OF A BANK WHICH ILLUSTRATE 
THE EFFECT ON SECONDARY AND INVESTMENT RESERVES OF VARIA- 
TIONS IN THE COMPOSITION OF THE ASSETS AND LIABILITIES 


(In thousands of dollars) 


ASSETS AND LIABILITIES AT 
THE END oF Two 
ConsECUTIVE PERIODS 
| Second Period 
(a) (6) 
Assets: 
Local loans: 
Circulating capital forms................ 25 20 30 
CASE 1 | Secondary and investment reserves: 
20 15 15 
Circulating capital forms................ 20 25 15 
Liabilities: 
posits: 


Conditions: 
(a) Capital, surplus, and time deposits are balanced by corresponding assets available for fixed- 
capital purposes. 
(6) Total assets and liabilities remain constant. 
(c) No change in composition of liabilities. 
(d) Variations take place in local loans. 
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TABLE V—Continued 


ASSETS AND LIABILITIES AT 
THE Enp or Two 
i CoNSECUTIVE PERIODS 
a Second Period 
(a) () 
Assets: 
Local loans: 
Circulating capital forms................ 25 15 30 
CASE 2 | Secondary and investment reserves: 
20 20 25 
Circulating capital forms................ 20 20 5 
Liabilities: 
Deposits: 


Conditions: 
(a) Capital, surplus, and time deposits are balanced by corresponding assets available for fixed- 
capital purposes. 
(b) Total assets and liabilities remain constant. 
(c) Relationship of demand to time deposits changes. 
(d) Variations may or may not take place in local loans. 
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ASSETS AND LIABILITIES AT 
THE Enp oF Two 
CoNSECUTIVE PERiops 


First 


Period Second Period 
(2) (b) 
Assets: 
Local loans: 
Fixed capital forms.................. 25 25 25 
Circulating capital forms............. 25 25 35 
10 10 10 
CASE 3 | Secondary and investment reserves: 
20 25 25 
Circulating capital forms............. 20 25 15 
Liabilities: 
Capital and surplus.................... 15 15 
Deposits: 
100 IIo 


Conditions: 
(a) Capital, surplus, and time deposits are balanced by corresponding assets available for fixed 
capital purposes. 
(6) Total assets and liabilities increase or decrease. 
(c) Relationship of demand to time deposits changes. 
(d) The amount and proportions of the components of local loans may or may not vary. 
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TABLE V—Continued 


ASSETS AND LIABILITIES AT 
THE oF Two 
CoNnsECUTIVE PERIODS 
Second Period 
(a) 
Assets: 
Local loans: 
ns 25 25 30 
Circulating capital forms................ 25 25 25 
CASE 4 | Secondary and investment reserves: 
25 25 20 
Circulating capital forms................ 15 25 25 
Liabilities: 
Deposits: 
100 IIo 


Conditions: 
(a) Capital, surplus, and time deposits are brought into a balance, with corresponding assets avail- 
able a fixed capital purposes, during a transition from the end of one period to the end of 
another. 


(b) Total assets and liabilities increase or decrease. 
(c) Relationship of demand to time deposits changes. 
(d) The amount and proportions of the components of local loans may or may not vary. 


Under Case 2, total assets and liabilities remain the same but 
the relationship of demand to time deposits changes. Under these 
conditions, the secondary and investment reserves would be un- 
affected (as in b) if the two components of local loans rose or 
fell to the same extent that time and demand deposits increased 
or decreased. Similarly, if the total of local loans increased (as in 
b’), the secondary and investment reserves would be reduced in 
each of its two parts to the extent that the respective parts of the 
local loans increased—plus or minus the change in the comparable 
section of the deposits. 

As outlined in Case 3, total assets and liabilities increase, ac- 
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companied by a shift in the relationship of demand to time de- 
posits. Under those conditions, if (as in 6) the amount and com- 
position of the local loans were not altered, the effect of the shift 
in the proportions of the deposits would be transmitted directly 
to the reserves. If time deposits, for instance, rose in their abso- 
lute amount, the fixed capital section of the reserves would in- 
crease at the same time to an equal extent. 

Similarly, if the total amount of local loans increased or de- 
creased, accompanied by a change in the relationship of the com- 
ponents (as in 6’) at the same time that total assets or liabilities 
expanded or contracted, the net effect of the variations on both 
sides of the balance sheet would be reflected in the secondary and 
investment reserve account. 

In Case 4 capital, surplus, and time deposits are not balanced, 
at the end of the first period, by an equivalent amount of the cor- 
responding assets available for fixed-capital purposes. During the 
transition, however, to the second period, a balance between these 
two complementary groups of items is brought about. 

If local loans remained constant in the situation outlined (as in 
b), the increase in deposits and the balancing of capital, surplus, 
and time deposits by the complementary items among the re- 
sources would exert their effects directly by an increase in the 
total amount of the secondary and investment reserves, and, in 
addition, by a change in the proportions of the two components. 
If local loans, however, increased or decreased, the secondary and 
investment reserves would reflect only the net differences between 
the changes in deposits and the local loans. Half of the increase of 
deposits, for example (as in b’) was taken up by local loans and 
the balance by the reserves. 

The principle which has been developed may now be given ap- 
plication in a concrete case by a further examination of the condi- 
tion of the national bank for which data were given in Table I. 
The two forms of capital into which the assets have tended to go 
are compared in Table VI with the corresponding types of liabil- 
ities at the ends of two successive periods. 

It may be observed that the position of the bank in March, 
1930, was conservative. A liquid condition is evident in the fact 
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TABLE VI 


A COMPARISON OF THE DISPOSITION OF THE ASSETS AND 
LIABILITIES OF A SOUTHERN NATIONAL BANK 


(In thousands of dollars) 


March 27, 1930] June 30, 1932 ee 
Assets: 
Made available for fixed capital: 
(6) Secondary and investment re- 
(c) Banking house................. 3,606 3,053 47(+) 
Total made available for fixed | 
27,227 26,132 1,096(—) 
Made available for circulating capital: 
(6) Primary reserves*.............. 9,116 5,808 3,218(—) 
(c) Secondary and investment re- 
Total available for circulating 
29, 267 19,536 9,731(—) 
56,494 45,668 10,826(—) 
Liabilities: 
Available for fixed capital: 
(a) Capital stock surplus and reserves II, 204 10, 392 812(—) 
18,682 15,341 3,341(—) 
Total available for fixed capital] 29,886 25,733 4,153(—) 
Available for circulating capital: 
(a) Demand depositst......... are 26,201 19,184 7,017(—) 
(6) Circulating notes outstanding. . . 350 700 350(+) 
(c) Miscellaneous (net)t............ 57 51 6(—) 
Total available for circulating 
26,608 19,935 6,673(—) 


* “Due from banks” among these reserves was derived by deducting the amount represented by 
“Due to banks.” 


t Includes U.S. deposits; excludes deposits of banks. 
+A net figure was derived by deducting miscellaneous assets. 
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that liabilities available for investment purposes exceeded by 10 
per cent the assets which were put into channels which tended to 
finance fixed investments. The excess was held as cash or it was 
put into commercial loans. That the bank was in a strong condi- 
tion received confirmation in the ensuing two years in that the 
relationship of capital, surplus, and time deposits to demand de- 
posits and other liabilities was approximately the same in the 
middle of 1932 as it was two years earlier. The unraveling of the 
superstructure of credit had been, in brief, orderly, since a well- 
balanced structure of assets and liabilities remained. There had 
been, initially, an “underinvestment” rather than an “‘overinvest- 
ment”’of the funds. 

The shift which took place in the resources and liabilities of the 
bank conforms to the situation which was illustrated in Case 4, of 
Table V, e.g., in March, 1930, the liabilities which were available 
for investment exceeded by 10 per cent the resources which had 
been directed into investment channels, whereas in June, 1932, at 
which time a liquidation of about 20 per cent of the resources and 
liabilities had taken place, the two almost balanced. This was 
brought about by a relatively heavy liquidation of assets which 
had been made available for liquid or circulating capital purposes. 
A numerical computation which shows how liabilities available for 
fixed capital forms came to balance the corresponding resources 
may be taken from the table as follows: 

Decrease of capital, surplus, and time 
deposits from March, 1930, to June, 
Excess of capital, surplus, and time de- 
posits over the corresponding assets 
$2,658,000 
Excess of assets available for fixed capi- 
tal purposes over the corresponding 


liabilities in June, 1932........... $$ 399,000 
Liquidation of assets available for fixed 
$1,096,000 $4,153,000 


Since assets of the bank were liquidated to the extent of nearly 
$11,000,000, as shown in Table VI, a deduction may be drawn 
from the computation given above that the preponderant part of 
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the liquidation took place among resources which had been made 
available for circulating capital. An inspection of the table indi- 
cates that a large part of the liquidation was, in fact, accounted 
for by a falling-off in local loans of the commercial type. The de- 
cline of local loans for commercial purposes was, moreover, cor- 
related to a considerable degree with the withdrawal of demand 
deposits, e.g., demand deposits fell approximately $7,000,000 and 
local commercial loans $6,000,000. An inspection of the report 
could be continued along those lines, if it were thought desirable, 
to bring out the correlative movements of deposits, loans, and re- 
serves, in the way in which the simplified cases were outlined in 
Table V. 

The so-called investment and secondary reserves have up to 
this point been represented, with respect to local loans and de- 
posits, as that which in mathematics would be called a dependent 
variable. The theory with respect to the mechanism by which the 
resources of a bank are apportioned is, however, actually some- 
what more complex. The problem presented here is, in fact, es- 
sentially similar to situations in which cumulative change enters 
as a concept or to those in which groups of elements are consid- 
ered to react upon one another. The latter sort of idea has been 
given theoretical formulation by Gustav Cassel in a chapter on the 
“Mechanism of Pricing.’’*® It is said therein that connection 
between the demand and the price of an article is best represented 
by saying that the price of the article is selected as an independent 
invariable. But if we look more closely into the demand function, 
we shall find that it also contains as variables, the prices of all the 
other goods’*°—and the problem of pricing cannot be treated sep- 
arately for each article because of the fact that “the demand for 
an article depends not only upon the price of that article but upon 
the prices of all other articles as well." A solution is then arrived 
at by a set of simultaneous equations in which the prices of the 
other articles are given successively as fixed elements. By a simi- 
lar procedure it is then shown how the several factors of produc- 
tion are apportioned among themselves. The same type of anal- 


19 The Theory of Social Economy, chap. iv. 
20 Tbid., p. 136. p. 138. 
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ysis is applicable to problems concerning the distribution of re- 
sources within the banking structure, as epitomized in the balance 
sheets of banks, i.e., the two-sided action of demand and supply 
has its conceptual counterpart in the interaction of banking re- 
sources and liabilities and, further, the structure of industry and 
the apportionment of its productive facilities has as an interacting 
counterpart a comparable structure of banks and their resources. 

It has, finally, become evident that the several divisions of the 
resources and liabilities of banks are mutually determining. The 
amount of total assets or liabilities may thus be taken as fixed 
in amount at any particular time, but their amount and composi- 
tion is actually being changed continually by the action which 
is taken by bankers and business men in distributing the resources 
among productive factors. The productivity of capital may, 
for instance, either increase or decrease in accordance with the 
skill which has been used in selecting the places for its use, and 
affect therewith the relationship of fixed to current assets. Local 
loans, likewise, may be the focal point or independent variable of a 
commercial bank’s activity, but market rates of interest, reflect- 
ing as they do the total economic situation, modify the action 
which is taken with respect to them by affecting their desirability 
as compared with alternative opportunities for the investment of 
the available funds. Local loans are, accordingly, to some extent 
dependent upon or relative to a range of interests which extends 
far beyond any given locality. Hence, the composition and quan- 
tity of the reserves of a bank are not entirely dissociable from this 
general situation and, similarly, neither are the quantity and pro- 
portions of the components of deposits. 
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The Triumph of Mediocrity in Business. By HORACE SECRIST. 
Chicago: Bureau of Business Research, Northwestern Uni- 
versity, 1933. Pp. xxix+468. 

This work presents a study of the changes in efficiency of different 
groups of business firms over varying periods of time. 

Two main conclusions are made in this statistical study: 

1. Business firms which are either unusually efficient or unusually 
inefficient tend toward the average efficiency as time elapses (although 
positions of advantage or disadvantage are not wholly lost). 

2. There is constant dispersion or variation from the modal or typi- 
cal efficiency of any group of business firms. 

A corollary conclusion is: Although there are always marginal firms, 
the same firms do not continuously occupy that position. 

The samples for which data were utilized did not include firms which 
had ceased or commenced operations during the periods of time studied. 
Therefore the first major conclusion stated above must not be too 
broadly interpreted. It might have been better stated in two parts as 
follows: (a) those firms which are unusually efficient tend toward the 
average efficiency as time elapses, and (b) these firms which are un- 
usually inefficient tend toward the average efficiency as time elapses 
if they remain in business. 

The findings of the study prove the inevitability of leveling forces 
in business competition which tend to dissipate advantages once ac- 
quired by any firm. The sampling methods and the statistical treat- 
ments seem to have been more than adequate for the conclusions 


drawn. 
W. M. 
ScHOOL oF BUSINESS 
UNIVERSITY OF CHICAGO 


Principles of Foreign Trade. By C. S. GrirFIn. New York: 

Macmillan Co., 1934. Pp. vii+476. $3.00. 

In this new edition of his book the author proposes “to bring the 
teachings of accepted economic theory into the realm of business and 
governmental policy” and “‘to give a broad economic basis for those 
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students who are pursuing the academic part of their training for busi- 
ness.”’ Thus, the book must be judged primarily as a text for students 
who have had a first course in economic theory. 

An analysis of the subject-matter indicates that the volume contains 
three parts although the author has not so classified his material. He 
presents international trade principles (as the economist understands 
principles); he sets forth ‘‘principles” of foreign trade practice (i.e., of 
international marketing); and he philosophizes about some interna- 
tional economic policies. All of this is done clearly but superficially. 
The author contributes nothing to international trade theory; he ig- 
nores the more complicated aspects of theory; he gives no substantial 
insight into international trade practice; his treatment of international 
economic policies is incomplete and so brief that students have no op- 
portunity of seeing them in a large enough way to understand them. 
The reviewer believes that the title, “Principles of Foreign Trade,” 
should not be applied to the subject-matter of foreign trade practice, 
which has the point of view of a business enterprise; the term “‘prin- 
ciples” should be reserved for those generalizations that come out of an 
analysis of governmental policies affecting international trade and gen- 
eral economic welfare. 

In the Preface to this second edition (written in April, 1934) appears 
the statement, ‘““The volume of world trade seems to be approaching 
the vanishing point.”’ Does the author have in mind total physical vol- 
ume or total value? Has he failed to see the League of Nations’ month- 
ly chart of world trade in total volume and in total value, as shown in 
its Monthly Bulletin of Statistics? In view of the terrific price and mone- 
tary disturbances of recent years it is really remarkable that the physi- 
cal volume of international merchandise trade has decreased less than 
one-third since 1929. On page 223 of the second edition, the volume of 
a two-volume work is not indicated; on page 282, we are left to search 
Furniss; and on page 284 the edition does not appear. 

Turning to Dean Griffin’s discussion of the theory of international 
trade, one finds that on page 3 he has failed to distinguish capital from 
services, an initial step in the analysis of modern foreign trade. On 
page 310, and in other places he has used the phrase “balance of trade”’ 
when he actually meant the balance of international payments. Again, 
this book—like some of the more complicated books on international 
trade theory—iails to follow out the distinction made in earlier pages 
that international trade in merchandise is only one form of internation- 
al trade. The author shows this error on page 35 with reference to the 
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gains which a country enjoys from international trade, but seems at his 
worst in this respect when, on pages 46-53, he completely fails to men- 
tion a single invisible item as the cause of the volume of a country’s per 
capita foreign (merchandise?) trade. On pages 321-22 and in other 
places one finds that he knew better. 

In developing his international trade theory Dean Griffin could not 
get away from a simple statement of the old labor and capital cost 
theory of value, so overworked by earlier writers; for him comparative 
costs of production explain a// international (merchandise?) trade. Yet, 
on page 51, he shows that he does not believe this. On page 470 he im- 
plies that foreign exchange control is usually unwise and tends to be 
completely offset by similar actions in other countries. Does he believe 
this? Does he deny that these are generally temporary recovery meas- 
ures, preparing for a re-establishment of international credit of more 
reasonable proportions and for a larger volume of international mer- 
chandise trade? It seems that he does. 

The author has accomplished the first of his purposes as established 
in his Preface; he has remained orthodox. It is not so certain that he 


has fulfilled his second purpose. 
Rosert J. Ray 


NORTHWESTERN UNIVERSITY 


The American Farmer and the Export Market. By A. A. DOWELL 
and O. B. JesNess. Minneapolis: University of Minnesota 


Press, 1934. Pp. 269. $2.00. 

In these days of loose economic thinking it is refreshing to come 
across a book like Dowell and Jesness’ The American Farmer and the 
Export Market. In a calm, dispassionate way the authors attempt to 
evaluate the gains and losses which the United States in general and 
American agriculture in particular are likely to sustain should the 
country adopt national self-sufficiency as a permanent policy. 

The volume takes up one by one the principal branches of American 
agriculture and shows to what extent they have been dependent for the 
sale of surplus upon foreign markets. It considers net exports as per- 
centages of total production and in terms of the acreage required to 
produce amounts shipped abroad. The average acreage used for pro- 
ducing export crops for the period considered (1921-30) was 59,902,000 
acres, or 16.4 per cent of the total under cultivation. As the authors 
point out, if we should give up foreign markets the problem is much 
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more complicated than it appears on the surface. A uniform abandon- 
ment of one acre out of every six or seven now in crops will not solve it, 
as in the case of cotton we shall have to abandon one acre in two, in the 
case of tobacco one in three, in the case of wheat one in five. 

In the second part of the book Professors Dowell and Jesness con- 
sider the possibilities of relieving agricultural distress without resorting 
to exports through the absorption of the surplus by the growth of popu- 
lation; through the removal of some farmers to urban centers; by an 
increase in the per capita consumption of food; by the withdrawal of 
submarginal lands; by changes in the technique of production; and by 
the use of land devoted to the production of exports for the growing of 
products now imported. The conclusions arrived at are all of a nega- 
tive character and the authors proceed in the last part of the book to 
discuss the place of the American farmer in world-economy. They jus- 
tify the farmer in trying to get what benefits he can from protection if 
protection is to be the country’s policy, but it is clear to them, and the 
reviewer subscribes to their conclusions, that “not only has the tariff 
been detrimental to the best interests of our farmers, but that more re- 
cently it has been an important factor in undermining the very founda- 
tions of the industry.” 

Without disparaging the present agricultural adjustment program 
as a measure for bringing immediate relief, the authors express a justifi- 
able fear that a policy of extreme national exclusiveness, undesirable as 
it is in the long run, once embarked upon, is not easily changed. Barri- 
ers to international trade breed other barriers; they intensify the spirit 
of nationalism and push farther and farther away any attempts at 
international co-operation. As such co-operation is essential for eco- 
nomic progress and for the maintenance of higher standards of living, 
Professors Dowell and Jesness are in favor of reducing tariffs, which, 
after all, are just as man-made as the so-called “overproduction.” 

One can but wish that the book be widely read and that the views of 
its authors find a ready acceptance in those quarters which are responsi- 


ble for the guidance of national destinies. 
Stmon LITMAN 
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IS year marks the sixtieth birthday of Dr. Wesley C. Mitchell, 
Professor of Economics at Columbia and Director of Research of 
the National Bureau of Economic Research. In honor of this occasion 
seventeen of Dr. Mitchell’s former students have prepared a jubilee 
volume of Essays in Economics and Statistics which will be published in 
December. The committee which has arranged and edited the volume 
consists of four of the contributors, Paul H. Douglas, Simon Kuznets, 
Horace Taylor, and Willard L. Thorp. The book is being published by 
the Columbia University Press. 
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Two Important Books 


By E. Diwock 
Associate Professor of Public Administration 
The University of Chicago 


GOVERNMENT-OPERATED BRITISH PUBLIC 
ENTERPRISES IN THE UTILITIES AND 
PANAMA CANAL ZONE NATIONAL DEVELOPMENT 


Almost $600,000,000 has been invested by the This is the first comprehensive analysis of the de- 
United States Government in the development of the velopment, rT nee se management, and control 
Canal Zone. This book is a study, made at the invi- of British public service undertakings. It deals with 
tation of the Secretary of War, of the government- __ their economic, social, and importance, pre- 
owned and controlled corporation nsible for senting a program and a pai future dis- 
the of hotels, railways, cussion and guidance. 
manufacturing plants, and o economic services 
which the investment represents. for Mr. has a 
An analysis of an important experiment in gov- ways in which the British Hak endeavored to solve 
ernment operation, disclosing the fundamental prob- the problems that have begun to appear in this 
lems of public administration, giving the facts with- country, and so is of peculiar significance here.” — 
out bias or propaganda. $2.50 New ork Times. $3.25 


== The University of Chicago Press 


“.... AN AMAZING BOOK, 


because of the vast amount of materia! contained in it 
and of the very careful way in which the material is used .. . . 
a contribution of the first rank in the whole feld of land eco- 
nomics and of real estate.” —-ERNEST M. FISHER, Professor 
of Real Estate, University of Michigan. 


ONE HUNDRED YEARS OF LAND 
VALUES IN CHICAGO 


By HOMER HOYT 


job is truly an amazing one. Bigetony “This is the first comprehensive survey of the 
a i= y of Chicago, it is a study of New Yo trend of land values ever made in a great Amer- 
City, of San Francisco, of Asbury Park and Pe- __ican city. But it is much more than a — of 
oria."—WILLARD E. ATKINS, Department land v; ues; it is a history of the ecological de- 
of Economics, New York University. a 
“Tt is the most scholarly contribution to our well-tra o A ., Hoyt 
knowledge of developments in real estate activ- traced step by step the nee of Chicago ~~ 
ity and pric id for urban sites that I have _its very beginning to the present time. . . . . 
ever seen." ie WESLEY C. MITCHELL, Pro- #8 the sort of = every student of 3. 
fessor of Neen Columbia University. large city will welcome, and it is the sort of 


study that will retain its value for many years 
551 pages—103 charts and maps— to come.”—R. D. McKENZIE, Degeiant 
103 tables—Price $5.00 of Sociology, University of Michigan. 
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Studies in Business Administration 
Sent free as issued to Journal of Business subscribers 


VoL I 


1. CAPITAL, THE MONEY MARKET, 
AND GOLD. By Lionet D. Epre 

the tional stock-market 

ond of 1928-29, 


and the financial outlook for the next half- 
decade. 50 cents 


2. AN APPRAISAL OF AMERICAN 
BUSINESS FORECASTS (Revised 
edition, 1931). By Garrretp V. Cox 
ness of 
years. 


3. THE MOVEMENT OF MONEY 
AND REAL EARNINGS IN THE 
UNITED STATES, 1926-28. By Pavt 
H. Douctas and FLORENCE JENNISON 
(Out of print) 


4. A STUDY OF THE PRICES OF 
CHAIN AND INDEPENDENT 
GROCERS IN CHICAGO. By Erar 
ByoRKLUND and James L. PatMER $1.00 


Vol. II 


1. THE SUPPLY AREA OF THE CHI- 


CAGO LIVESTOCK MARKET. By 
Epwarp A. Duppy and Davin A. REVZAN 


Defines the tributary area; shows the 
trends of supply; indicates the competitive 
status of the market; discusses the seasonal 
aspects of market competition. $1.00 


. CUTTING THE COST OF BANK 

LOANS. By J. Warp KEENER 
A comparison, historico-geographical, of 
trends in and relationships between interest 
rates on two types of short-term bank op 
1.00 


FEDERAL RESERVE BANK POL- 
ICY IN IOWA. By Raps A. Pickett 


Considers the causes of bank failure in 
relation to the economic specialization of the 
state, the questions of banking policy, and 
the attitude of the Federal Reserve bank 
toward Iowa member banks in the period 
1919-28. $1.00 


4- A DECADE OF CORPORATE IN- 
COMES, 1920 to 1929. By S. H. Ner- 
LOVE 

Presents the relation of in cor- 
porate net incomes to physical volume of 
roduction and to commodity prices exist- 

| a during a period that lies between two 


major depressions. $1.00 


Vol. Ill 

1. THE DISTRIBUTION OF LIVE- 
STOCK FROM THE CHICAGO 
MARKET, 1924-29. By Epwarp A. 
Duppy and Davin A. REVZAN 

Data on reshipments of cattle, hogs, 
and sheep, showing purpose for which re- 
i , seasonal variation, etc. $1.00 

2. PURCHASING POLICIES AND 
PRACTICES OF CHAIN DRUG 
COMPANIES. By Ernest F. Witte 

$1.00 

3. CUSTOMER TURNOVER EXPE- 
RIENCE OF MEAT PACKING 
COMPANIES. By Howarp C. Greer 

(Out of print) 

4. BUSINESS AND PERSONAL 
FAILURE AND READJUSTMENT 
IN CHICAGO. By Joun H. Cover 

Processes studied include bankruptcy. 
receivership, creditor assignment, and cred- 
itor and co-operative management. $1.00 


Vol. IV 


1. TRENDS IN INDUSTRIAL LOCA- 
TION IN THE CHICAGO REGION 
SINCE 1920. By N. 

1.00 

2. PRICE DIFFERENTIALS IN 
WHEAT FUTURES BETWEEN 
KANSAS CITY AND CHICAGO. 
By Raymonp W. BaLtpwin 75 cents 

3. PUBLIC UTILITY VALUATION: 
REPRODUCTION COST AS A 
BASIS FOR DEPRECIATION AND 
RATE-BASE DETERMINATION. 
By J. GRAHAM $1.00 

4. THE SUPPLY AREA OF THE CHi- 
CAGO GRAIN MARKET. ByEvwarp 
A. Duppy and Davip A. RevzAN $1.00 


Vol. V 
1. PRINCIPLES OF MORTGAGE 


BANKING REGULATION IN 
EUROPE. By Patyi 
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